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ABSTRACT

This report describes the status of privatization of the housing sector in four Central Asian
Republics of the former Soviet Union—Uzbekistan, Kyrgyzstan, Turkmenistan, and Kazakhstan.
The report addresses privatization of the existing state-built housing stock, and steps taken to
enable the private sector to play alarger role in housing production and maintenance. Recom-
mendations for technical assistance are provided.



EXECUTIVE SUMMARY

A team from the International City/County Management Association (ICMA) visited the
Republics of Kazakhstan, Kyrgyzstan, Uzbekistan, and Turkmenistan during the period November
1-18, 1993 to conduct fieldwork to assess the progress in privatization of the housing sector. The
first concern in this analysis was to determine the progress made in transferring ownership of the
state housing stock to current tenants. There are active programs that permit privatization by
virtually al tenants in Kazakhstan, Kyrgyzstan, and Uzbekistan. Two immediate reasons to focus
on privatization of the existing stock are 1) to encourage better maintenance by devolving
maintenance responsibilities to the residents themselves, and 2) to allow for more efficient use of
the stock through an effective real estate market. 1n examining privatization of the state housing
stock in these countries, particular attention was, therefore, paid to progress in meeting these
objectives.

Beyond the transfer of ownership and creation of a market in former state housing stock, the
scope of work required ICMA to examine briefly the progressin a variety of areas where reform
is needed to enable the housing sector of the economy to function with a primary reliance on
private capital for maintenance of the existing housing stock and production of new housing units.
Privatization of the existing stock of housing isacritical, initia step in creating a market
environment conducive to entrepreneurial construction of single and multifamily dwellings that
will meet current pent up demand, accommodate future population growth, and meet the needs of
amore mobile population. Characteristics of such a market environment include private
ownership of land and other forms of land tenure that are secure, lengthy, and alienable; the right
to use real property for entrepreneurial purposes; private enterprises that are permitted to
construct single and multifamily dwellings nonspeculatively and speculatively; financing arrange-
ments that encourage investmentsin real estate development; transparent, predictable, and fair
governmental procedures to regulate development; nonmonopolistic practices in the construction
industry; and basic guarantees of property rights and due process.

GENERAL FINDINGS

The key findings to emerge from the fieldwork in the four republics can be summarized as
follows:

1)  Uzbekistan, with 45 percent of the state stock privatized, appears to be furthest along with
its housing privatization program. Along with Uzbekistan, Kazakhstan (35 percent
privatized) and Kyrgyzstan (25 percent privatized) have active and continuing programs
that should result in privatization of most of the municipal stock over the next 1 to 2
years. Turkmenistan, where less than 5 percent of the municipa housing stock has been
privatized, is the only republic to limit tenants' opportunities to purchase their units.



2)

3)

4)

5)

6)

7)

8)

None of the republics has put in place a detailed legal structure for condominiums or some
other appropriate form of common interest association for addressing the shared interests
of apartment owners. The governments are only now beginning to give consideration to
creating a process for shifting responsibility for property management from the govern-
ment to the owners of the privatized units. The land rights associated with apartment
buildings containing privatized units remain ambiguous.

Although ownership of the stock has shifted or is shifting rapidly, al republics have
reacted with some alarm to the sudden appearance of a housing market that offers a quick
cash-out for those who can move, notably emigrants. Turkmenistan forbids resales,
Uzbekistan has suspended resales, and a strong parliamentary element is pushing for the
same in Kyrgyzstan.

Little or no effort has been made to relieve the municipalities of the financial and manage-
ment burden of maintaining the enormous housing stock asit shiftsto private hands. It
will be difficult politically to continue with stated objectives of reducing maintenance
subsidies, which now consume 25 percent or more of city budgets, unless parallel efforts
are made to improve the efficiency of maintenance services through the increased account-
ability and market discipline services that comes with privatization of these services.

The basic legal structure for collateralized lending of real property is missing in all
republics, although Kazakhstan is addressing this need with AID technical assistance.

Housing finance, insofar asit exists at all, still consists of heavily subsidized state credits;
there appear to be no public or private banking institutions prepared to extend secured
construction or mortgage financing on a basis that reflects the cost of funds.

Land laws do not currently provide a clear path to allocate land to build housing except
for the direct benefit of the person or corporate body to house itself or its employees. The
concept of speculative development would appear to be completely alien to the inherited
Soviet system and possibly the underlying land ethic of the cultures. Kyrgyzstan appears
to be furthest along in addressing this fundamental issue.

The cities continue to exercise complete and often arbitrary authority over the allocation
of land for development. Establishing consistent standards and transparent processes for
land alocation will be an important step in attracting investors to the housing sector.
Initial efforts are being made, notably in Kazakhstan, to increase land lease fees to
recapture imputed land values, an important first step in introducing market discipline in
the alocation process.



9)  Property registration systems for flats are rudimentary but adequate to support market
transactions. The system of registration of use rights in land or land leases is not condu-
cive to open transactions and would need substantial redesign in conjunction with reforms
of the land laws themselves.

10)  Fragmented responsibility, as well asinconsistent systems, exist for the registration of
property interests in land, residences, and other types of real property between urban and
rural aress.

11)  New construction has slowed substantialy in al republics, with the apparent exception of
Turkmenistan. The dramatic fall in construction of state housing is only being partialy
compensated for by increases of other sources, notably cooperatives.

12)  Except for Kyrgyzstan, there appears to have been little or no work on development of a
safety net for lower income families as rent, maintenance, and utility feesrise. However,
Kazakhstan's recent presidential decree does condition future rent increases on establish-
ment of anationa housing alowances program.

13)  Of the four republics studied, Kazakhstan has gone the furthest in developing a unified
public policy for the housing sector. Its broad-ranging housing decree, issued in Septem-
ber, is a base upon which more specific policies and programs can be built.

SUMMARY RECOMMENDATIONS

Near-term technical assistance should give first priority to reforms directed at bringing market
forcesinto play in its alocation and maintenance of the existing housing stock. Here assistance
would be timely in respect not only to overall policy and law, but also in respect to implementing
operable programs and demonstrations at the local level, in particular:

u privatization of housing maintenance and formation of common interest associations

= related assistance in re-targeting housing subsidies in the form of consumer-oriented
housing allowances to facilitate the transition to market pricing for housing

It isworth noting that officialsin al four countries are eager for assistance in helping to put in
place the overall legal framework for private real estate development and financing markets. They
recognize that thisis an area where important progress can be made in anticipation of improved
economic conditions. Moreover, despite the common cultural resistance to fee smple ownership
of land in the Western sense, there is increasing recognition among government officials of the
need to clarify land tenure rights for the purposes of investment and financing of housing and
other real property development.



Consideration should be given to aregional technical assistance strategy to help develop model
legal approaches with respect to 1) clarification of land interests, 2) the governance of real
property transactions, 3) the legal basis for entrepreneurial real estate development, 4) govern-
ment regulation of land alocation and land use, and 5) completing privatization of state-owned
housing (e.g., common interest law).
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CHARACTERISTICSOF THE HOUSING STOCK

Housing in Central Asia has suffered from underinvestment in comparison with the other former
republics of the Soviet Union. Square meters of living space per capita are about 20 percent less
than the average for the former Soviet Union, 25 percent lower than for Russia, and 50 percent
lower than for the Baltic Republics. Per capita housing investment has been similarly low,
exceeding in recent years only that for the Caucases.

These figures are clouded somewhat by the high population growth rates, which result in
unusually large family units. Nonetheless, it is clear that the preexisting system, which relied
largely on state provision of subsidized housing, has been least successful in Central Asia.

Another distinguishing characteristic in Central Asiais the historically high rate of private
ownership of housing. Individua (single family) housing, even in urban areas, is highly favored,
and despite the lack of land ownership it is considered a secure tenure arrangement.

Privately owned housing continues to thrive and attract personal investment in parallel to
industrial production systems supported by the state.

With this legacy, the privatization of the state housing stock should be a popular proposition. It
offers the tenant a better prospect for controlling his or her home (likely the major asset),
enhancing its value, and liquidating it at will. 1t is no doubt attractive to cities, for it presents the
prospect of disentangling a city from the nearly hopeless task of maintaining a decrepit housing
stock from which it cannot recover adequate revenue under current arrangements.

With the exception of Turkmenistan, al republicsin this study are proceeding aggressively to turn
state housing over to the tenants. The potential meaning of this achievement, aswell asit
limitations when divorced from other steps to enable new construction with private capital, are
only now becoming understood. The countries in the region now face a second stage of reform:
to consolidate private ownership by eliminating remaining barriers to alienation of privatized
housing, and to firmly establishing management and maintenance as a component of home
ownership responsibility. With further action on this reform agenda, the steps taken to privatize
existing housing can result in more efficient use of the housing stock, improved maintenance of
structures, and the evolution of effective demand to properly guide potentia investorsin new
housing. To go beyond these achievements to infuse a new form of housing delivery to meet the
needs of the underhoused, the countries will need to address the many basic and systemic
characteristics of the inherited Soviet system that discourage and even deny the prospect for
private investment in housing.



CURRENT HOUSING STOCK

The data below show current housing stock figures for the republics:

TABLE 1.—Current housing stock (No. of units)

Kazakhstan Kyrgyzstan Turkmenistan Uzbekistan*
Capital city 312,000 148,000 119,000 761,000
Other urban 2,159,000 167,000 371,000 853,000
Rural 1,823,000 536,000 472,000 3,461,000
Tota 3,670,000 851,000 962,000 5,075,000
*  For Uzbekistan, "other urban” refers to the 12 regional capitals besides Tashkent, and
"rural" isthe balance.

The following data show the source of the housing stock. Housing is grouped together by the
initial sponsor/owner of the stock, irrespective of its current ownership.

TABLE 2—Developer (No. of units)

Kazakhstan Kyrgyzstan Turkmenistan Uzbekistan
State/mun. 2,233,000 76,000 202,000 2,214,000
Cooperative 215,000 26,000 19,000 97,000
Enterprise 515,000 90,000 105,000 53,000
Private 1,245,000 647,000 635,000 3,196,000
Other 86,000 18,000 10,000 28,000

It is only in Kazakhstan that a majority of the housing was built through public investment. This
perhaps reflects the former Soviet Union's intent to provide housing for migrants to an area, since



Kazakhstan experienced more in-migration during the Soviet era, in line with Soviet investment
patterns.



. PRIVATIZATION OF THE CURRENT HOUSING STOCK

A. TENURE CHARACTERISTICSOF THE EXISTING HOUSING STOCK

Tenure characteristics, until recently, closely tracked the source of the housing: state/municipal
(hereinafter referred to as municipal housing) and enterprise housing was nearly all owned by the
government or, by extension, state-owned industries. Private housing was predominantly single
family owner-built housing, often inherited across generations. Cooperative housing became
privately owned at the completion of mortgage payments, often after 15 years or more.

Kazakhstan, Kyrgyzstan, and Uzbekistan have active privatization programs whose goals are to
devolve ownership of municipal housing stock to sitting tenants. Turkmenistan, after an initial
start with a broad privatization program in Ashgabat, now limits privatization to long-term
tenants. The data below show privatization progress to date for the four countries:

TABLE 3.—Privatization of the municipal housing stock

Kazakhstan Kyrgyzstan Turkmenistan Uzbekistan
Per cent privatized through 1991
Capital city Under 5% 5% 0% Under 5%
Non-cap. city Under 5% 7% 0% Under 5%
Current percentage privatized
Capital city 60% 23% 1% 98%
Non-cap. city 35% 25% 1% 45%

As aresult of these programs, overall ownership rates for the entire stock are extraordinarily high,
as seen in the estimates below:




TABLE 4—Current percentage of total housing stock in private ownership

Kazakhstan Kyrgyzstan Turkmenistan Uzbekistan
Capital city 71% 54% 10% 90%
National 60% 78% 67% 75%

Privatization programs in each of the three republics with active programs have followed roughly
the same course. Initialy, sales prices were set to recapture some of the historic costs of the units
(however, the formulas used reduced real costs far below replacement and market values). Free
privatization was offered for certain groups traditionally favored under the Soviet system (e.g.,
veterans). The rationale for selling the units was to both generate revenue for further develop-
ment and to reduce the windfall benefit conferred on those who received preferential treatment
under the old system in the form of large and higher quality flats.

Since the initiation of these privatization programs, the number of tenants receiving the housing
for free has grown by including additional groups, such as certain professions (Uzbekistan) or
tenants of a certain minimum tenure in the city (Kazakhstan). Little or no inflation adjustment has
been made in the price paid by those who do not qualify for free privatization. The result of these
trends is a growing group of those getting their units for free, with the balance paying nearly
nomina amounts.

Under these circumstances, there would appear to be little reason not to privatize on€e's flat.
However, there are forces that could act to modestly temper the rush to privatization: 1) the
strong tenure rights that already exist for renters, 2) incompleteness of the legal structure in areas
such as common ownership, 3) concern about forthcoming property taxes, or 4) uncertainties
about maintenance costs, especially in severely deteriorated structures.

B. PRIVATIZATION OF HOUSING MAINTENANCE

Management and maintenance of municipa housing has traditionally been the sole function of the
cities. Thisfunction, which included maintenance of individual units and common areas, was
carried out through a decentralized system of field offices. The poor quality of maintenance has
been along-standing concern. With the economic hardships of the past couple of years, in
practice maintenance is often limited to critical building systems (e.g., keeping the elevators
running or the roof from leaking), with minimal preventive maintenance or repairs inside
individua units.



Privatization of the stock left basic responsibility for maintenance of common areas in the hands
of the preexisting city maintenance services. For instance, in Uzbekistan, new owners of their
units were required to sSign maintenance contracts with their respective preexisting maintenance
unit for maintenance of the structure and common areas, formalizing a direct relationship between
the owner and what is in effect a city agency with a state-enforced monopoly on maintenance
business for a particular area. Maintenance inside the unit is no longer officially provided. The
payment to the maintenance unit remains the same as for those continuing in rental status.

Kazakhstan has perhaps moved furthest to shift maintenance responsibilities to owners. Owners
of unitsin completely privatized buildings can in theory choose a state company, cooperative,
private firm, or other business entity to maintain the building. Uzbekistan's privatization law
provides for "partnership organizations' to assume maintenance responsibilities by procuring
services from whatever source.

Despite the authorization for privatizing these services, little or nothing is yet under private
management arrangements. The heavy current subsidy for communal services presents a
fundamental hurdle to the city in privatizing this function. In Tashkent, for example, communal
fees are said to cover only 30 percent of maintenance costs, with the balance subsidized from the
city budget. The fact that these are subsidized services need not impede privatization, but in the
absence of models that shift the flow of the subsidy from the provider of the serviceto its
consumer (the apartment owner) for his expenditure on the service, cities are unclear as to how to
proceed.

In Kyrgyzstan, the city of Bishkek is also tackling the maintenance privatization issue by "privatiz-
ing" maintenance units, starting with those units that have commercial rental income to cross
subsidize residentia services. This, however, is not a complete model, for it does not introduce
competition into the provision of maintenance services. Further, commercia revenue is not
necessarily a sound financial base on which to support residential maintenance on a continuing
basis.

C. THE ROLE AND PROSPECT OF HOME OWNERSHIP ASSOCIATIONS

The privatization laws throughout the region are creating de facto condominium units. Owners
are given clear title to the unit (although this is not defined to a Western standard of specificity,
e.g., precisely where the "unit" begins). Ownership of common areas or surrounding land is not
conveyed. Nonetheless, asillustrated by the apparent interest and intent of the countriesin
shifting maintenance responsibilities for these areas to the owners, control of common areas by
the residents is contempl ated.



The privatization laws in Kazakhstan, Kyrgyzstan, and Uzbekistan al envisioned the need for
homeowner associations. In Kyrgyzstan, "economic associations or partnerships' are authorized
but only when al unitsin abuilding are privatized. Kazakhstan is at work on a condominium law
that might in effect be amodel for the region.

Clearly, homeowner associations will be a critical ingredient in the effective privatization of
management and maintenance services, and in shifting real responsibility to the owner of the asset.
Thisiswell recognized in each country. Crafting the legidation isacritical first step. Beyond this
there are a number of peculiar challenges that grow out of the Soviet housing legacy. Among
these are:

u The lack of atradition of active tenant organizations on which to build ownership
associations.
u A structure to compel payment to an autonomous organization may not be readily

embraced. Seizure of aunit for nonpayment may not be politically feasible.

= Ownership associations would in many cases be assuming responsibility for extremely
deteriorated structures.

= The associations may need to rely directly or indirectly on public subsidy for at least

severd years.
= Standards for "arms-length transactions" in the procurement of services do not now exist.
u The role of the organizations vis-a-vis commercia space in the buildings will need to be
resolved.
u There is no private building inspection profession to advise ownership associations on

technical issues.

u Homeowner association information should be open to facilitate informed marketing of
apartments.
u The "hybrid building" problem, i.e., the presence of both privatized units and government

rental units in the same building, especialy during this transition period.
D. CHARACTERISTICSOF THE REAL ESTATE MARKET

A fundamental economic reason to privatize the housing stock isto effect its more rational use.
The prior production-oriented system of the Soviet Union focused on, but abysmally failed to
meet, minimal per capita space standards. This left alegacy of widespread underhousing of
families and parallel, but not well documented, overhousing of some families. A major "sorting



out" of the stock is perhaps the most immediate need. Privatization holds out this prospect by
allowing personal preferences on expenditure of disposable income to hold sway. It dso alows
for afreer flow of resources between consumption and investment. For instance, a family might
choose to remain relatively crowded or doubled up across generations in order to minimize
consumption of housing, but to maximize disposable income available for investment in a small
business.

In Kazakhstan and Kyrgyzstan, active markets in sales of previoudy privatized apartments have
quickly evolved. In both countries a private real estate industry is developing to facilitate sales
and open up market information to prospective buyers and sellers.

The apparent success of privatization in creating a market for units is viewed with concern by
some and outright disdain by others. One obvious result is that resale of a unit can result in a
perceived windfall to the emigrating family since privatization was at little or no cost. (Privatiza-
tion can be regarded as the state paying out a dividend rather than conferring a benefit; till, the
picture of a Russian leaving with his housing converted to cash isdisquieting.) The true inequities
come more to the surface when prime units are rented out to foreigners for residential or
commercial use. Yet this apparently has been less of a concern in the region, if only because the
foreign demand, except perhapsin Almaty, is modest.

In reaction to the "cashing out” phenomenon and perhaps also to protect uninformed sellers,
Uzbekistan declared a moratorium on resales of privatized units (the market in cooperative units,
which can still be resold, continues to be active). The Kyrgyzstan parliament passed asimilar
restriction on resales, which, although vetoed by the President, islikely to rise again as a hot
political issue. Kazakhstan imposed a stiff tax on resales, but it is not clear if the motive was
primarily to discourage sales or generate revenue.

Without the clear right to alienate a property, the movement to devolve maintenance responsi-
bilities to ownersis compromised. A housing market servesto inform sellers and buyers of the
relative value of unitsin better and worse maintained buildings. Thisinformation in turn could
help owners and ownership associations in determining the level of maintenance that they wish to
pay for. Thistype of market information is ultimately useful to developers of additional housing
stock aswell. While some near-term restrictions on resales might be necessary politicaly, any
long-term commitment to this type of restriction brings into question the usefulness of pursuing
other reforms in the housing sector.

The following table compares the privatization provisions for each of the four republics studied.



TABLE 5—Comparison of privatization programs and provisions

Kazak Kyr gy Tur kmen Uzbek
hst an zst an i stan i stan
1. Breadth of the pri-
vati zati on program
for state stock
I's privatization
of
st at e/ nuni ci pal Yes Yes Yes Yes
st ock provided
for?
|'s enterprise
housi ng I ncl uded? Yes Yes Yes Yes
What limtations apply to privatization?
Length of tenure Not Yes (15
cl ear No years) No
Famly characteri s- No No No No
tics
G her No No No No
Are there exces- I
sive adm ni stra- Lega
tive del ays or No No del ays No
barriers?
2. R ghts conferred in privatization
Are common areas
included in pri- No No No No
vati zati on?
Is the land in-
cluded in No No No No
privatization?
s resal e of
housi ng No No Yes Yes
restricted?
Are resale prices
admnistratively No No N A N A
set ?




I's private rental
of privatized
housi ng
restricted?

No

No

3.

to citizens

Devol uti on of ownershi p responsi

bilities

A

Does the | aw
provi de for
private nmanage-
ment and

mai nt enance ser -
Vi ces?

Yes

Yes

Yes

Are options for
private manage-
ment and

mai nt enance
restricted?

Yes

Yes

Yes

Are there

fi nanci al

di sincentives to
private
managenent of
housi ng?

Yes

Yes

Are there undue
admni strati ve
barriers to
private
managenent of
housi ng?

Yes

Yes

Yes

Yes

4.

toward market pricing

Targeting subsidies to enabl e novenent

A

Is there a
housi ng al | owance
programin effect
or pl anned?

Under
di scu
ssion

Under
di scu
ssion

| s a percentage
of the state
housi ng stock to
be reserved for
subsi di zed
rental ?

Not
cl ear

Yes

Not
cl ear

10




Are there other
provi si ons t hat
result in a
housi ng safety
net ?

Not
cl ear

None
yet

Not
cl ear

None
yet

11




I11. PROSPECTS FOR PRI VATE | NVESTMENT | N HOUSI NG

To nmeet the housing needs of their popul ace, each of the former
Soviet Republics in Central Asia had relied to a | arge extent on
private investnent. This investnment has been substantial, even
in urban areas where nmultifamly housing predomnates. The past
systemin fact pronoted private investnment in several regards.
For exanple, |oans at concessional rates were often available to
build one's honme, and the | and tenure provided was in nost cases
quite secure. The devel opnent requirenents that were a condition
of the land allocation were typically easy to neet, and it was
often possible to use the property for some nodest commerci al
activity.

At the sane tinme, the systemwas not designed to pronote any

i nvestnent that went beyond housing oneself and one's famly. It
was not attractive to build excess space for rent on the prem ses
because rents generally were depressed due to the | ow rent regine
fundanmental to the state housing system The property coul d not
be freely alienated for an investnent purpose. There was no
nortgage financing to support an active real estate narket.

Despite a strong heritage of private ownership of housing
supported by a cultural preference for single famly housing, no
base exi sts upon which private profit-oriented i nvestnent in
housi ng can occur. In [arge neasure a new policy environment
supported by appropriate |egal and financing systens, freer and
nmore transparent procedures for accessing |land, and a conpetitive
and nore flexible construction industry are necessary. (A
summary of current characteristics regarding private investnent
in housing are shown in Table 6 at the end of this section.)

A REFORM OF THE LEGAL SYSTEM

(ne of the purposes of housing privatizationis to facilitate the
creation of a housing market. However, it is only one step
toward the goal. An environment conducive to individual hone
construction and conpetitive, entrepreneurial construction of
single and nultiple famly dwellings is another necessary
condition. Characteristics of such a market environnent include
private ownership of land and other forns of |and tenure that are
secure, lengthy, and alienable; the right to use real property
for entrepreneurial purposes; private enterprises that are
permtted to construct single and multifamly dwellings

nonspecul ativel y and specul ati vely; financing arrangenents that
encourage investnments in real estate devel opnent; and
transparent, fair governnental procedures that regul ate

12



devel opnent. There has been only nodest activity in devel opi ng
the | egal underpi nnings necessary for such a system

1. Clarification of Land Interests and Security of
Tenure

The basic status of land, particularly urban | and, does not
appear to be changi ng substantially with i ndependence of the
republics. The new constitutions continue a fundanent al
princi pl e of common rather than private ownership of |and.

Al though this principle is now grounded in a traditional |and
ethic rather than a political/economc philosophy as in the past,
it results in no effective departure fromthe past. The new | and
| ans define a variety of |easehol d-type tenures fundanental |y
tied to specific uses of the land. These evol ving systens woul d
appear to continue strong tenure rights for single famly

housi ng.

A central problemcontinues to be the |inkage between allocation
of land and proposed use. This will continue to constrain narket
transactions. Efficient private devel opnment of housing requires
a variety of techniques as a hedge in case a project does not
work out. For exanple, if nost options for a devel oper to
recapture investnent in land are precluded, this added risk will
need to be reflected in the price. Even without fee sinple
ownership permtted, the basic securities in tenure can be

creat ed.

2. Legal Basis for Entrepreneurial Devel opnent

A fundanental barrier to private investnent in housing is the

| ack of legal recognition of the role of an entrepreneur. The
new | and | aws do acknow edge joint ventures and m xed owner ship
arrangenents, but |and allocation systens do not acknow edge
specul ative investnent as a use right. Specifically, what
becones of an interest inland if a project is delayed or becones
financi al |y nonfeasi bl e?

3. Regul ati on of Land Allocation and Use

No | and use regi ne has been created in any of the countries that
woul d fundanmentally alter the systemby which a city exercises
strict authority on | and devel opment. Mbst vacant land is held
by the cities or enterprises. There is no |egal concept that
woul d enabl e open and transparent conpetition to purchase rights
inthis land. 1In this context, the naster plan, instead of being
an enabl i ng docunent as in the Wst, is just one of nmany sources
of the power that a city can wield in allocating | and.

13



Essentially, every project needs to be negotiated with the city
prior to allocation of land. The delays and uncertainties
i nvol ved woul d further deter private investnent.

4. Basis for Collateralized Lending

Kyrgyzstan has gone the furthest in enabling the use of |and and
property for collateral. Its Law on Pl edge, adopted in March
1992, authorizes the use of existing buildings and | and for | oan
collateral. Lease terns on the land can be nortgaged only in
conjunction with the buildings onit. The | aw nmandates court -
supervi sed forecl osure procedures, and establishes mninal fornmnal
regi stration requirenents for nortgages.

Kazakhstan's pl edge | aw i s desi gned for novabl e property but
coul d be applied to construction lending and real estate. An

| OVA advi sor is now working with the governnment on a new nortgage
law. Uzbeki stan has adopted a Law on Pl edge and Col | ateral.
Interests in land can be collateralized under it but, as a
practical matter, it is not clear that a citizen's pledge of an
interest in land or inprovenents would not be underm ned by
governnent action termnating the interest in the | and.

B. PRI VATI ZATI ON AND COVPETI TI ON | N THE CONSTRUCTI ON SEC-
TOR

The Central Asian Republics inherited a construction industry
that is integrated vertically and horizontally. The sector is
characterized by large specialized firns closely integrated with
suppliers. In Tashkent, a city of over 2 mllion, for exanple,
there is only one construction conpany for high-rise buildings
and only one for md-rise buildings. These firns have carried
out only state- or enterprise-funded housing projects in the
past, and have rarely, if ever, had to conpete in any respect for
their work. The challenge ahead is equally one of privatization
and conpetition.

These conpani es are al so burdened wi th out noded and inefficient
technol ogies. The industry is captive to prefabrication and

ot her mass buil di ng technol ogi es that constrain design and are
often not readily adapted to snaller in-fill type projects to
which private investment mght be nore readily drawn. A further
and increasingly inportant shortcomng is the energy-inefficiency
of these technol ogi es.

There has been sone restructuring in the sector. Mst of the

large firnms have or are in the process of becom ng joint stock
conpanies, often with majority government ownership but with
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substantial enployer equity as well. Yet it is unclear that this
has unl eashed any efficiencies or other inprovenents. State,
enterprise, and cooperative residential investnments are often
continuing to provide a base of work in an environnent unexposed
to conpetition. A promsing avenue for reformis to create
conpetition for governnent and enterprise contracts. This wll
require the devel opnent of conpetitive procurenent procedures and
training for staff in conpetitive processes.

The status of the construction industry does not in and of itself
deny opportunities for private investnment; indeed construction
conpani es are anxious for private clients. However, the current
inefficiencies in the system often caused by inconsistent factor
mar kets, woul d have to be passed on as added costs of housing.
Anot her problemis the |lack of a construction bonding systemto
protect a devel oper when a buil der cannot conplete a project as
pl anned. This risk premumto build in a Soviet Republic would
al so be passed on as the price of housing in an open narket

cont ext .

At the other extreme are snmall private conpanies that are active
in a steadier market for single famly construction, repair, and
renovation. Rather than encourage these firns to scale up for

| arger state investnments, they are nore often excluded from
participation as governnents at all |evels appear to favor the
large firnms with excess capacity. Wile the social reasons for
pursuing this policy nay be conpelling, it does perpetuate the
past conmand systemwi th its endem c inefficiencies.

C HOUSI NG FI NANCE

Wi | e sone steps have been taken to lay the groundwork for
housi ng finance—progress in collateralized | ending | ans, nost
not abl y—al |l of the countries are sone years away froma
sust ai nabl e system of housing finance. The progress toward such
a systemis nade nore conplicated by the high inflation rate,
recent introduction of new currencies, and ongoing reforns in the
banki ng sector in sone of the republics.

Each republic inherited a housing finance system based on highly
subsi di zed | ending for purchase of cooperative units and self-
hel p construction. At nodest scales these prograns are
continuing. They cannot begin to serve the needs of a broader
clientele of | enders, however, because they are financially
nonsust ai nabl e wi thout steady subsidy fromthe state. They are
not based on recycling of savings. They also cannot function in
an increasingly private econony because the | oans are not secured
by real property or land. In a nmarket environment, it is not
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clear that the banks could rely on any residual state coercion to
enforce repaynent of | oans.

d ven the econom c uncertainties, any mediumtermfinanci ng woul d
be nore appropriate with adjustable rates. Methodol ogies for

adj ustabl e rate | endi ng that have been devel oped in Eastern
Europe and Russia are designed for highly inflationary

envi ronnments, yet protect |enders from excessive rate increases.
Educating policy nmakers and bankers about these systens may be an
appropriate first step toward the evol ution of sustainable
nortgage financing at sonme point in the future.
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TABLE 6. —€onpari son of key elenents related to housing
devel opnent

Kazakh
st an

Kyrgyz
stan

Tur knmeni
st an

Uzbeki
st an

Mar ket abi lity of

t

itle

I's the ownership
of single famly
dwel lings freely
avai | abl e?

Yes

Yes

Yes

Is the right to
the land freely
al i enabl e?

Anbi gu
ous

Anbi gu
ous

Anbi guou
S

Anbi gu
ous

Are there undue
adm ni strati ve
barriers to sal e
of buil dings and
transfer of | ease
ri ghts?

Yes

Yes

Yes

Not
cl ear

Fi nanci ng

I's there | ong-
termlending for
housi ng/
construction

pur chase?

Yes

Very
little

Yes

I's this |ending
avai | abl e on
mar ket terns?

Are there | egal
provi sions for
using residenti al
bui | di ngs for
collateral ?

Yes

Yes

Are there
provi sions for
forecl osure?

draft
| aw

3.

Access to | and
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Can | and be

all ocated for
construction of
housing for sale
at market rates
to:

1. Exi sting

enterprises Yes Yes No No
2. Foreign investors Yes Yes No No
3. Cooper ati ves Yes Yes No Not
4. New conpani es Not
Yes Yes No cl ear
5.1 ndividual s Not
Yes cl ear No No
Does the
city/state exact
resenbl e a | ease Not
rate for new No No cl ear No
al | ocations of
| and?
Construction sector
Has the state
initiated the Yes:
br eakup or A | nt end
restructuring of S{géﬂt ves No s to
publ i c construc-
tion conpani es?
Yes:
foreig
n No clgg?t No
vent ur
es
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V. COUNTRY STATUS REPORTS

A UZBEKI STAN

Uzbeki stan has nade significant strides in officially privatizing
the state housing stock. However, the creation of a true narket
in this stock | ags behind. Managenent of the now privatized
housi ng appears at present to be a najor concern of Tashkent Gty
officials. Devel opnent of new housing has fallen significantly,
but efforts are being nade to enhance the role of cooperatives to
fill the gap, although w thout addressing the |ack of market
forces and the inefficiencies within the current production

syst em

Uzbeki st an has taken neasures ained at naking a transition to a
mar ket - based econony. It has adopted a new constitution, as well
as new laws relating to the privatization of state-owned
enterprises, privatization of housing, fornation of enterprises,
and ownership of property. GCertain aspects of the laws and their
i npl ement ation, especially relating to land tenure and alienation
of property, need significant inprovenent to achi eve the goal of
mar ket - based private housing. Wile there is a long tradition of
owner-built and financed housing, the |egal framework for

i nvestor-driven housing production is enbryonic.

1. Denogr aphi ¢ and Housi ng Dat a

a. Basi ¢ Denographics. Uzbekistan is the
| argest of the former Soviet Asian Republics, with a popul ation
of 21,500,000. It is notably |less urban than nuch of the fornmer
Soviet Union, with 60 percent of the population still living in
rural areas. Tashkent, with a popul ation of 2,130,000, is easily
the largest city within all of the Central Asian Republics, and
is the fourth largest city within the former Soviet Union. The
popul ation growh rate is 2.5 percent per year, one of the
highest in the former Soviet Union. The average famly size
exceeds five persons.

b. Housi ng Stock. The total housing stock of
the country consists of 5,472,000 units. O this, 2,289,000
units, or 42 percent, are in multi-unit buildings of one sort or
another. The bal ance are individual (single famly) houses. The
| argest percentage of single famly housing falls in urban areas
and is only 22 percent of the stock in Tashkent. The overal
housi ng stock data are shown bel ow
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TABLE 7. —bizbeki st an housi ng stock

12 ot her
Type of regi onal Rural and
uni t Tashkent capitals ot her urban Tot a
Mul ti-unit 591, 000 535, 000 1, 163, 000 2,289,0
00
| ndi vi dual 170, 000 318, 000 2, 308, 000 3,193,0
00
Tot al 761, 000 853, 000 3, 461, 000 5,472,0
00
(Source: QGOSKOWPROGSTAT, Covernment of Uzbeki st an)
In part reflecting the needs of larger famlies, fully half of

the apartnent units are three or nore roons (excluding bath and

kitchen), and only 19 percent are one-roomunits.

unit size is correspondingly |large at 55.1 square neters.

for public housing units.

C. Housi ng Denmand.
certainly high, as denonstrated by the length of the waiting |i st

As in other republics,

this is

The aver age

Demand for housing is

essentially a neasure of the aggregate of the nunber of famlies
doubl ed up, overcrowded (based on an area standard per capita),
or in structures officially considered dilapidated and slated for

renovation or denolition.
construction of new units,
distribution according to the waiting |ist,
nost famlies who would qualify for new housing under these
guidelines are actually bothering to sign up.

The average nunber of persons occupying each unit,
hand, suggests that the gross nunber of residential
relatively high
in Tashkent and 3.8 nationally.

However ,

It

with the sl onwdown in
and especially state housing for
is not clear that

on the other
units is

The average occupancy is 2.8 persons per unit
Thi s suggests that the problem
is much nore one of msallocation (i.e.,

as many famlies
under housed as over housed) than absol ute shortage.

el sewhere in varying degrees in the forner Soviet Union,

very much a product of the historic absence of rea

housi ng and an active nmarket in resales.

system which has only just begun to change, nade housing a

As seen

this is
pricing for
In short, the past

largely illiquid asset and thereby did not encourage its rational

use.
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2. Privatization of State-Owmed Housing

a. Legal Basis. Uzbekistan first authorized
privatization of state-owned housing in 1991, pursuant to the Law
Concerning Denationalization and Privatization. Substantial
privatization of housing in Tashkent began in late 1992 under the
authority of Decree No. 378 of the Council of Mnisters. This
was superseded by housi ng-specific | egislation: the Law on
Privatization of State-Oaed Housing, signed May 7, 1993. This
| aw essentially enpowered the cities to privatize the state
stock. Tashkent is held up as a nodel of howto rapidly turn
over the stock, and other cities are reportedly follow ng suit.

The current law virtually provides for the voluntary
privatization of all state- and enterprise-owned housing. The
only exceptions are apartnments of historical, architectural or
cultural significance; housing in closed areas (e.g., mlitary
reserves); roons in dormtories; uninhabitable apartnents; and
service apartnents (e.g., guest houses). Privatization nust be

t he unani nous decision of all "leaseholders,” which is defined as
all famly nenbers age 18 and over. The |aw does not require the
party purchasing the unit fromthe state to reside in the unit,

al though nearly all purchasers are resident. No provisions are
made for famlies on the waiting list, or for privatization by
others than the legal tenants (i.e., no nmention is nade of any
role for investors in the process). No particular rights to the
| and—ei t her under or around the building—are defined in the
privatization | aw

After the person privatizes his/her apartnent, it becones either
i ndi vidual or collective property (collective includes "famly").
Fam |y nenbers of the person privatizing the apartnment have the
right to occupy it and nust agree to any transfer, sale, or

| ease. The rights conferred to a tenant upon privatization
appear to be broad. According to the |aw, the owner may occupy
the unit for residential purposes, offer it to others for use,
give it away, lease it, bequeath it, or sell it.

Illustrating the country's struggle in noving toward a narket
econony, however, Uzbekistan's mnisters inposed a 5-year
noratoriumon sales of privatized units. There appear to have
been several notivations behind the noratorium There is a
concern that buyers are vul nerabl e to unscrupul ous sellers.
There is presunmably some resentnment of emgrants being able to
"cash-out" of their housing for which they never paid a real
cost. There is concern that the state is not effectively taxing
these property transfers, mssing out on substantial revenue.
Notwi t hstandi ng these legitimate concerns, the effect of

21



preventing resales may ultinmately be negative, in that mstrust
of government reformis fuel ed, new owners are not exposed to

mar ket principles for housing, efforts to inprove housing nainte-
nance by devol ving responsibilities to the owners nay be

underm ned, and illegal ways are no doubt being created to

ci rcunvent the prohibition | ans.

No challenge to the noratoriumis pending in court. Qne
explanation for this is that the procedural prerequisites to a
case cannot be satisfied. For instance, the notaries who refuse
to seal the docunents necessary to transfer ownership of a unit
in conformty with the Law on Privatization of State-Owmed
Housi ng and the Law on Property will not put their refusal in
witing, a prerequisite to a legal challenge. Thus, they bl ock
the opportunity for the courts to hear the case.

b. Cost to Privatize State Housing.
Privatization is free of charge for nenbers of special groups
(i.e., groups that have expanded to include not only veterans but
al so various classes of professionals, such as scientists,
educators, and day care and health protection workers). There is
no official deadline to privatize one's unit, but with the
uncertainties caused by rapid inflation and the change in
currencies, the enphasis is on conpleting the process in a short
period of tine.

The overriding objective of the privatization programwas clearly
to put the stock officially in private hands, w th other

obj ecti ves, such as generation of revenue, secondary. About 40
percent of the housing was given at no charge to sitting tenants.
For the remai nder, the so-called bal ance cost was used. This is
essentially the historic cost of construction, with sone

adj ustnent for depreciation, inflation, and | ocation. Based on
this system the average unit price was in the range of 11-13, 000
rubles. Al though sone financing was reportedly nade avail abl e,

at this lowcost nearly all famlies sinply paid cash for their
flats. The total revenue raised by the privatization programin
Tashkent was 1.3 billion rubles.

Al though a land tax was adopted in 1993, as yet no property tax
to owners of privatized units has conme into effect. As a result,
owners and renters pay essentially identical nonthly charges
(communal services fee to the Housing Exploitation Unit and
utilities), since the "rent" paynent itself has been thoroughly
eroded by inflation.

C. Adm ni stering the Privatization Program.
Privatization of housing is carried out by the municipa
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governnents in Uzbekistan. They are in charge of privatizing
state and nuch of the enterprise housing. The cities appear to
have a fair anmount of latitude in setting the bounds and
procedures for their privatization prograns. Proceeds from
privatization are shared 75 percent to the city and 25 percent to
the state.

d. Progress to Date. Housing privatization is
proceeding rapidly in Uzbeki stan, with Tashkent | eadi ng the way.
Recent national data indicate that 45 percent of the state-owned
apartnents outside of the capital city have been privatized. In
Tashkent the percentage is now reportedly at 98 percent. An
addi tional stock of some 23,000 units owned by enterprises has
been largely privatized under the sane | egislation.

The high rate of privatization of the Tashkent state housing
stock over less than a year's tine is extraordinary. It
suggests, in fact, that state policy was not a neutral one of
sinply explaining privatization as a tenure option. Rather,
privatization was presunably actively encouraged by the city as
the appropriate response to the new legislation. This would
suggest a dramati c endorsenent of private ownership of housing,
were it not for the parallel inposition of restrictions on
alienating the asset, a fundanental feature of ownership, and the
sl owness of the city in addressing common ownership issues. A
better explanation is that the city is intent on creating one
domnant formof tenure to sinplify admnistration. It is also
the first step in a longer, but as yet not well-defined, effort
to truly devol ve ownership responsibilities, notably naintenance
and financial burdens, fromthe city to the new owners.

Much of the housing stock of Uzbekistan was already in private
ownership prior to the current privatization program Single
famly housing is traditionally privately built and owed, and is
the predomnant formof housing in rural areas and a substanti al
part of the stock even in large cities. Due to the | ow paynents
for | oans on cooperative housing (interest rates were only
recently raised to 20 percent for |oans of up to 15 years), nany
of the initial loans to individuals participating in cooperative
housi ng projects have been repaid, creating a substantial class
of owners of these units. Wth these factors taken into account,
overall private ownership of housing is nowin the vicinity of
75-80 percent nationally and 85-90 percent in Tashkent.

3. Mai nt enance and Managenent of Privatized Housi ng

The Sovi et tradition of nmunicipal nmanagenent of the state housing
stock continues to prevail in Uzbekistan. In Tashkent, 70
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percent of the maintenance cost for privatized and nonprivatized
units is borne by the city. This runs to 30 percent of the
muni ci pal budget. (The city plans to elimnate this subsidy over
tine.) The privatization |aw specifically allows for owners to
contract wth private firns for mai ntenance services. The city
has yet to organize for this arrangenent, and to date sinply has
had the new owner sign a mai ntenance contract with the
correspondi ng housing exploitation office. Privatization of

mai ntenance will require the formati on of effective honeowner
associ ations to pool maintenance funds and contract for services.
Subsi di es, which nowrun directly fromthe city to the 64 housi ng
exploitation units, nust be redirected to unit owners or owner
associ ati ons, who can exerci se nmarket choice in procuring

mai nt enance services. A final hurdle is the creation of
honmeowner associ ati ons to pool naintenance funds and procure
servi ces.

The | aws governing privatization pay virtually no attention to
the fairly obvious conplications of privatizing apartnment units
within an otherw se state-owned building. The lawis silent, for
i nstance, on resident rights vis-a-vis common areas. No
reference is nade to comrerci al spaces. A though there clearly

i s concern about reducing the financial burden and inproving the
quality of building nmai ntenance with respect to systens and
common areas, the laws are silent concerning any resident
ownership interest in these assets.

The | aw does note that mai ntenance and repair of privatized
housing is to be perforned under contract terns. |In the case of
partially privatized buil dings, the preexisting decentralized
housi ng exploitation units are identified as the sol e vendor of
t hese services, and new owners are required to pay the fees
related to services and repairs of engineering equi pnent and
common areas of the building in proportion to floor area of the
apartnent. (In addition, owners nust pay for utilities that serve
the building). At the sane tinme, the | aw authorizes owners to
form partnershi ps that can contract with repair organizations.
The | egal framework for such associations and for private
apartnent buil di ng nai nt enance conpani es woul d appear to al ready
exi st under the Law on Enterpri ses.

Despite the | ack of concrete changes to date and the absence of a
full legal structure for common ownership, the city of Tashkent
does appear coommtted to creating "partnership organi zations" as
the basis of a new systemfor nmaintenance that would elimnate
the current public nmonopoly. Such organizations, containing 10-
15 apartnent buil dings each, are being organized in at |east one
of the 11 districts of the city. Sone city officials envision
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t hese organi zati ons becom ng condom ni um|i ke associ ati ons t hat
woul d col | ect communal fees fromthe owners and pool these funds
with state subsidies in order to procure services on a
conpetitive basis. However, none of the details of this
arrangenent have yet been worked out.

One hurdl e to overcone in devol vi ng nanagenent responsibility to
owners is the lack of established private enterprises for
bui | di ng nmai ntenance. People are accustoned to hiring snall
contractors or individuals for repairs within the unit, and this
field could be the enbryo of a private nmai ntenance industry,
possibly in conpetition with the local city maintenance units for
mai nt enance contracts.

4. Property Val uati on and Regi stration

The ownership of privatized flats is conputerized. Al parties
who privatize their units receive a certificate of ownership,
which is registered wth the Bureau of Technical Inventory (BTI),
a centralized filing system Theoretically, a private citizen
could have access to BTl's files to verify that a person selling
his unit is the actual owner (if sales were permtted). However,
nei ther the Law on Privatization of State-Oaed Housi ng nor the
Law on Property expressly establish BTlI's files as public
records. Therefore, it is not certain that a citizen woul d be

gi ven ready access to the records.

Title registration for privately owned houses is handl ed
differently. For exanple, for Tashkent the Departnment for the
Supervision and Distribution of Dnellings (DSDD) is responsible
for maintaining records on these properties. Records are kept on
the floor plan, construction dates, original cost, and ownership
changes for each property. Wen a property is sold, the parties
must cone to DSDD to get a sales permt, which then is presented
to the public notary for notarization. Newtitle docunents are

i ssued when properties are inherited. However, since evidence of
title is seldomrequired (e.g., there is no way to pledge a
property and there appears to be no systemfor placing a lien on
a property), records are apparently often not updated.

Property val uation on narket principles did not exist under the
ol d system and since i ndependence has barely begun to evol ve as
a discipline and concept. The existing valuation systemfor

pur poses of establishing |and | ease rates, which are nomnal, is
based on a systemof coefficients that take | ocation and ot her
factors into account as intended proxies of |land value. Resale
of apartments is currently limted to the cooperative housing
stock, and sone val uation based on narket characteristics is
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reportedly performed by the city in the course of calculating a
10 percent transfer tax. The apparently thriving market in
resal es of cooperative units is the genesis of private sector
expertise in property val uation.

5. Land Tenure |ssues

The Constitution of Uzbeki stan was adopted in Decenber 1992. It
establishes a tripartite governmental structure, separates power
bet ween the executive and | egislature, and creates an independent
judiciary. The Constitution expresses Uzbeki stan's commtnent to
a mar ket econony:

The econony of Uzbeki stan, evol ving towards narket
relations, is based on various forns of ownership. The
state shall guarantee freedomof economc activity,
entrepreneurship and | abor with due regard for the
priority of consunmers' rights, as well as equality and
| egal protection of all forns of ownership. (Art. 53)

It declares the sacrosanct nature of private property and
descri bes how private property can be used:

Private property, along with other forns of property,
shall be inviolable and protected by the state. An
owner may be deprived of his property solely in the
cases and in accordance with the procedure prescribed
by | aw

An owner shall possess, use and di spose of his
property. The use of any property nust not be harnfu
to the ecol ogi cal environnent, nor shall it infringe on
the rights and legally protected interests of citizens,
juridical entities or the state. (Art. 53 and 54)

The status of land in Uzbekistan is expressed in the Law on
Property. It states:

The land and its soil and mneral resources, internal
water basin, flora and fauna, air basin (space) within
t he boundaries of the Republic ... are the exclusive
property of the Republic of Uzbekistan. (Law on
Property, Art. 24)

The Law on Property reiterates the constitutionally granted right

to private property. It outlines five forns of property:
i ndividual, collective, state, mxed forns, and property of joint
ventures. It provides that an owner "on his owh will effects the
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right to own, use, and comrand the property belonging to hinm
(Law on Property, Art. 2). He has the "right to hand over his
right to own, use, and command the property to other persons.™
(Art. 3)

The Law on Property, along with the Constitution, guarantees the
"inviolability and equal conditions for the devel opnent of al
forms of property."” However, the state's guarantee of the
inviolability of property is not as strong as possible. The
Constitution does not outline any standards for governmental
confiscation of property that would Iimt confiscation provisions
of a newlaw As a result, the Law on Property's statenent that
"forced confiscation of a property fromits owner is not
perm ssi bl e except in cases stipulated by the Law' (Art. 37) does
not provide a person or legal entity with any true saf eguard

agai nst government takings. It only provides for conpensation,
either voluntarily or by court decision, "for |osses incurred by
a proprietor as a result of the adoption of Legislative Acts for
t he Republic which discontinue the right of property.” (Art.
37.2).

The Law on Property provides for home ownership. It states that
"G tizens can own dwel | i ng houses, country houses, garden houses,

plantations on the plot of land..." (Art. 7.1). In fact, it
asserts that "Qtizens are granted plots of land ... for the
construction and mai ntenance of dwelling houses..." (Art. 6.3).

It grants citizens hereditary life tenure in such plots.

The Law on Property describes the rights an owner has in his
honme. He can "sell, divide, |ease, and carry out other deals
whi ch do not contradict the Law " (The current noratoriumon
resal es of privatized units would appear to conflict with this
provision.) The Law on Property describes the right to private
property as the "right to own land privately, and use and nmanage
one's property with the aimof nmaking a profit out of it" (Art.
8). This seens to give an owner broad rights to alienate his
property and to make an incone fromits use, appropriate in a
mar ket envi ronnent .

These rights, however, are limted by the state, particularly in
relationship to real estate. By not identifying "the [aw' which
an owner's activities may contradict, the Law on Property
instills insecurity into an owner's rights. In addition,
strictly speaking, nmaking a profit on the sale of an interest in
real property or on the sale of one's hone mght not be permtted
because it coul d be considered "specul ation,” which is punishable
under the crimnal code. This prohibition on nmaking noney from
the transfer of an interest in land or a hone contrasts with the
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| aw s support of making an income fromone's |abor, enterprise,
or intellect.

Anot her potential flaw in Uzbekistan's Law on Property is the
amount of latitude given to local officials to inplement it. At
times, local inplenentation can underm ne the purpose of the | aw
In the absence of an effective process for review ng such

inpl enentation of the law, citizens' property rights can be
negatively affected. A recent exanpl e concerning garages is
illustrative in this regard. Under the Soviet system a citizen
could obtain a small plot of land fromthe |ocal admnistration
(Hakimat) for the construction of a garage. nce given a garage
plot, it was rarely taken away. After the adoption of the Law on
Property, the Hakimat notified all garage owners that they nust
conme to the district office to register the garage. Now, the
Hakimat will grant only tenporary use tenure for the garages,
and reserves the right to termnate the use at any tinme, to tear
down the garage, and even to keep the construction naterials.

By this exanple, the Law on Property and the posti ndependence
reforns could be viewed as establishing the government's right to
property and to arbitrary conduct of its relations with the
citizens, rather than establishing and protecting the citizens
property rights. Wthout intending to w thdraw property rights,
such conduct can stir a lack of confidence in governnent,
underm ni ng genuine reformefforts.

Gties may allocate the right to use land for an indefinite term
A fundanental principle of this systemis that the state takes
back the land if it is not used in accordance with the stated
purpose for allocation (e.g., to build one's hone) over a
specific period of tine. Single famly housing is typically
devel oped under indefinite use right provisions, which are

percei ved as quite secure by honeowners, notwi thstanding the
[imtations noted above.

Under the current systemthere is an active narket in sales of

exi sting houses, especially in areas not slated for

redevel opnent, evidence of the strong de facto tenure rights for
preexi sting housing. The systemis at odds, however, wth
private entrepreneurial investnent in housing for rent or sale to
ot hers, as opposed to occupancy by the builder. The |ega
problens in this regard are not yet well appreciated, perhaps
because the process of private investnment in housing for other

t han occupancy is itself a new concept not well conprehended.

In sum the status of private property, particularly when
associated with land, is anbiguous in Uzbekistan. The provisions
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of nunerous | aws address the sanme topics in sonetines conflicting
ways. Underlying this confusion is Uzbekistan's attachnment to
the fundanental principle that all [and belongs to the state.
Notwi t hstandi ng the country's steps toward privatization, this
principle appears at this point unlikely to change. Land can be
nei t her bought nor sold, nor can ownership of the parcel be

pl edged as collateral. Land may be | eased only for purposes
specified in the | ease, and ownership of inprovenments appears to
be subject to negotiation in each case.

6. Housi ng Fi nance

Long-term heavi |l y subsi di zed housi ng finance continues to exi st
for the benefit of the individual famly. The State Savings
Bank, which offered housing loans in the Soviet era, initiated a
new | endi ng programin August whereby a famly can borrow up to
200 tinmes its nonthly salary at 20 percent for up to 30 years for
house construction, repairs, or purchase of a cooperative flat.
This is not a sustainable programabsent the infusion of state

capital. Mreover, no collateral is pledged in the |oan
agr eenent .
In 1992, Uzbeki stan adopted a | aw on pl edge and collateral. It

authorizes interests in land (but not the land itself),

i nprovenents, future products, and future crops to be
collateralized. As a practical matter it is believed that a
citizen's pledge of an interest in land or an inprovenent coul d
easily be underm ned by capricious government actions term nating
the interest in the |and.

7. New Housi ng Producti on

a. Land Al location. In Uzbekistan, the process
of land allocation is conparable to that in other republics of
Central Asia, and is essentially a continuation of the Soviet
system The local Soviet, or Hakimat, has the authority to
allocate plots inits jurisdiction. Alocation is according to
use, at the discretion of the Chief Architect or other official
in accordance with the General Plan. The applicant's needs or
preferences are considered in the context of the plan. The price
of the land is calculated according to a fornula that takes into
consideration the |location, infrastructure, and other factors. A
| unp sumpaynent is nade for the indefinite use of the site. The
applicant has no right to transfer his/her interest in the |and.
The city can evict the tenant if it wants the |and for another
pur pose, subject to the Law of Property's nmandated conpensati on
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b. | ndi vi dual Housing. The Constitution and the
Law on Property allow individuals to possess their dwellings.
Under the Law on Property and the Law on Housing Privatization,
an individual nmay even own two dwellings. Hereditary life tenure
is typically granted. The |laws authorize an owner to | ease,
bequeat h, or sell his/her hone.

A curious feature of Uzbekistan's lawis that it allows a citizen
to own two dwel lings, although a citizen nmay privatize only one
state-owned unit. A person who owns two hones can | ease or sel
one of themand could use this cash for other enterprises. In
fact, in Tashkent there are people who are using the right to own
two houses as a business opportunity. O the second plot, they
have built a residence which they are renting out. Here we see a
kernel of entrepreneurial activity in residential real estate
construction.

There are inmmediate limts to this nodest entrepreneuria
activity. As nentioned above, there is the prohibition agai nst
"speculation"; i.e., a person is not supposed to nake a profit.
In addition, a recently privatized dwelling may not be sold due
to the noratorium

C. Mul tifamly Housing. It is not clear whether
Uzbeki stan intends to wi thdraw even partially fromthe apartnent
construction business. State-owned construction industries have
not been privatized, although little state-funded construction is
occurring. Unfinished buildings dot the urban | andscape. The
Hakimat w Il auction four unfinished residential buildings
started in April and financed by the State Industrial Devel opnment
Bank.

The primary activity in multifamly residential construction
emanates fromthe housing cooperatives. Qut of 113 apart nment
bui I dings reportedly built this year, 70 were built by housing
cooperatives. The |legal framework for housing cooperatives is
fromthe Soviet era and is common to all former Soviet Republics.
Essentially, a nunber of people associate with each other for the
pur pose of arranging the construction of an apartnent buil di ng.
In the past, the group probably woul d have been arranged through
t he pl ace of enploynent or through sonme other preexisting

organi zation. Each famly would contribute 10 percent of the
construction cost and woul d be granted credit fromthe Industri al
Devel opnent Bank for the other 90 percent. The site would be
selected by the nmunicipality and the buil ding woul d be desi gned
and constructed by a state-owned housing construction enterprise.
Each nmenber of the cooperative would repay the housing
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construction enterprise, which wuld repay the bank over 20
years.

Housi ng cooperatives are still active in Tashkent. The function
of organi zing the group seens to be performed now by a quasi -
governnental organization, "Farisse." It is not an entrepre-

neurial operation. The proposed shift to cooperatives as a
proposed maj or provi der of housing does not in and of itself

i ndi cate any fundanmental change in how housing is built.
Cooperative projects follow the same path to inplenmentati on as
state projects. The cooperative continues to go through the
preexi sting systemof applying to the city to be assigned a site
and using one of the city's design institutes and the prescribed
city constructi on conpany based on the type of housing pl anned
(e.g., nunber of stories).

The laws on property, leasing, and | and provi de a workabl e
framework for single famly, nonspecul ative construction. The
Law on Enterprises would appear to permt the small private
construction conpani es that heretofore have built nost of the
private individual houses to take on apartnment construction for
public or private clients. The Law on Leasing could permt the
long-termleasing of a plot of land for a | awful purpose
authorized by the lessor. The Law on Collateral could allow the
interest in the |ease to be the security for the |oan. However
there is a lack of experience, or intent, to use these | ans
constructively to effect speculative private investnent in

housi ng. The vagueness of the laws relating to tenure, the | ack
of protection against confiscation of property, the discretionary
process for land allocation, and the absence of a viable |aw or
systemof nortgage |lending inhibit entrepreneurial activity in
the real estate sphere.

A ven the many difficulties, it is not surprising that the data
for Tashkent suggest that new residential construction has
dropped by about 50 percent since 1991, with perhaps only 8,000
units to be conpleted this year. State housing is expected to
account for only 20 percent of this sum wth 70 percent com ng
fromthe cooperative sector and enterprises. The conparable
split in 1990 was 60/ 30 (private construction of individual
houses continues to account for about 10 percent of additions to
t he stock).

Ohe interesting note is that existing state enterprises are
reportedly finding ways to build for a market in exchange for
setting aside a nunber of conpleted units for the nunicipality to
all ocate. These arrangenents appear to be nore driven by

conveni ence than design, as enterprises |ook for new
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opportunities and cities, strapped for cash, look for alternative
nmeans to continue to offer at |east sone additional housing for
those on the waiting |ist.

There may be sone slow reformof the construction sector in
progress. The large state-owned firns plan to becone joint stock
conpanies, with 51 percent held by the city or state. However,
these firns specialize in high- and md-rise housing, typically
use out noded and inefficient technol ogies, and may find it
difficult in their current configurations to adapt well to
small er scale projects using alternative designs. At the other
extrene, private conpanies are active in the single famly
housi ng mar ket but as yet have not had opportunities to build on
a | arger scale.

8. Protection for LowIlncone Famlies

By privatizing the bulk of the housing stock, the city has been
able to postpone for a tinme the need to erect a social safety net
for those who ot herwi se woul d be incapabl e of paying hi gher

rents. The relatively small nunber of units not privatized are
reportedly largely the homes of the elderly and indigent, and the
city may sinply freeze rents and communal fees for this

popul ation, in effect creating a safety net, albeit a poorly
targeted and noni nclusive one. No specific plans are evident to
construct a safety net for those in private housing who wll see
their utility and communal fees rise.

B. KYRGYZSTAN

Two years after declaring its independence, Kyrgyzstan is |eading
the Central Asian Republics in political and economc reform
Kyrgyzstan's constitution, its laws relating to privatization of
state-owned enterprises, privatization of housing, formation of
enterprises, and pl edge and nortgage of personal and rea

property mark the shift fromcomunismto a nore open politica
and econom c system These steps are a good foundation for
further change and growh. Yet, Kyrgyzstan's |aws and procedures
relating to land tenure and | and use do not reflect a simlarly
progressi ve approach to specul ative real estate devel opnent.

1. Denogr aphi ¢ and Housi ng Dat a

a. Basi ¢ Denographics. Kyrgyzstan's popul ati on
according to the 1990 census, was 4, 365, 000, of which 62 percent
was rural and 38 percent urban. By far the largest city is the
capital, Bishkek, with a popul ation of 625,000. The birthrate is
hi gh; the average famly size is 4.7. Just over half the
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popul ation is ethnically Kyrgyz; nonKyrgyz groups, including
Russi ans (20 percent), Uzbeks (13 percent), and snaller

per cent ages of Wkrainians, Germans, and Koreans forma majority
in urban areas.

In the last 3 years, over 200,000 citizens, predomnantly Sl avs

and CGermans, have reportedly left the country. This emgration

has had a significant effect on the reformof the state housing

sector. Since state housing is concentrated in urban areas, the
majority of people reselling privatized apartnents (and reapi ng
wi ndfall profits) have been departing nonKyrgyz. As a result,

et hni ¢ divisions have influenced political debate over housing

pol i cy.

b. Housi ng Stock. Total housing stock conprises
some 56 mllion square neters of total building area (40 mllion
square neters of living area), divided into 851,000 units. The
average living area per unit is about 47 square neters.

Avail abl e statistics for 1992 put the total nunber of househol ds
at 888,000. Due to the substantial mgration since then, the
preexi sting housing shortage may actual |y have been aneli orated
in the short term In 1991, before the start of |arge-scale
housi ng privatization, ownership of the country's housing stock
was divided as follows: private, 74.5 percent; nunicipal, 9
percent; enterprises and institutions, 10.6 percent; mnistries
and ot her budget organi zations, 2 percent; and cooperatives, 2.5
percent. Private ownership in urban areas, however, was far

| ower .

2. Privatization of State-Owmed Housing

Carrying out its constitutional pledge to pronote the fulfill nent
of the right to housing, Kyrgyzstan adopted the Law on
Privatization of the Housing Fund in Decenber 1991. The Law
provides for transfer of the ownership of all state and nuni ci pal
housi ng, apartnents, and nultiple dwellings to the citizens of
Kyrgyzstan. This includes housing owned by state-owned
enterprises. GCertain units are not subject to privatization,

i ncluding apartnents not neeting established sanitary standards.

Privatization is voluntary. The tenant of an apartnent or

dwel ling house is entitled to privatize the unit, provided the
tenant has the witten consent of all adults living there. A
person on a waiting list for housing al so has the right to obtain
a privatized unit. The tenant does not have to be a citizen of
Kyrgyzstan to buy a unit. Privately held legal entities, persons
wi thout citizenship, foreign citizens living in Kyrgyzstan, and
foreign citizens and legal entities living outside of Kyrgyzstan
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(in accordance with the priorities established by Kyrgyzstan)
al so may buy apartnents and dwel | i ng houses.

Certain categories of housing (including hostels, dormtories,
and buil dings of historical inportance) are exenpt from
privatization. The state also plans to maintain a stock of state
"soci al housing" for continuing subsidized rental. Estinates of
the eventual size of this social stock vary from15 to 25 percent
of the original state housing stock. The state has not yet
establ i shed the specific procedures for preserving the state

st ock.

a. Cost to Privatize State Housing. Under the
law, privatization is free for many, including the follow ng
categories of citizens:

u Veterans and famlies of disabled veterans and soldiers
killed or mssing in action

u Famlies of officials killed in the line of duty

| Famlies with four or nore children

= Victins of the Chernobyl nuclear disaster

Adm ni strative anendnents to the | aw expanded the categories of
persons entitled to free housing to include health care workers
and educators. According to one report, as much as 80 percent of
all state-owned apartnents are being transferred for free to
tenants who fit the various defined categories. Qher groups are
petitioning to be included in the free-housing category. |If al
such requests are granted, 98 percent of the renaining tenants
reportedly could be eligible for free transfer of their units.

In addition to authorizing a high percentage of free transfers,
the | aw aut hori zes a "special neans of paynent” (SMP). The SWP
is a voucher-like benefit intended to be issued to every citizen
The SMP anount depends on the citizen's age, years at work, and
average salary. An SWP can be used toward the purchase of a
state-owned dwel ling or an enterprise. Apparently, nost citizens
who did not receive their apartnments for free chose to pay cash
for their units. At |east one reason why a citizen woul d choose
not to use the SMP for housing is that it potentially restricts
their right to resell the unit.

The privatization | aw does not establish the actual purchase
price of state-owned dwelling units (for those not eligible for
free privatization). That task is delegated to | ocal comm ssions
with input fromfinancial institutions, businesses, and | ocal
soviets. The purchase price for each apartnent is based on its
"bal ance cost," which is the building s original construction
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cost in 1984 prices (roughly 200 rubles per square neter), mnus
depreciation, and factoring in location and inflation. (The

bal ance cost for an apartnment may be, but apparently never is,
contested). Using this basis, the average apartment price for
transfers through March 1993 was about 9,000 rubles. The average
price since that date has reportedly nore than doubl ed. These
figures pale in conparison with resale prices (Cctober 1993) for
a typi cal two-bedroomapartnent in Bishkek, which are in the 4-
to 6-mllion rubles range.

b. Adm ni stering the Privatization Program. The
agenci es responsi ble for conducting privatization are the
pertinent agencies of the Soviets of Peoples Deputies (equival ent
to alocal city council) and the enterprises, organizations, and
institutions to which the apartnents are assi gned.

The privatization | aw provides a nechanismfor registration of
ownership. The agreenent to privatize the unit nust be certified
by a notary and registered in the local notary's office. The
agreenents also are filed in the Bureau of Technical Inventory
(BTl), a centralized filing system Each owner receives a
certificate. Theoretically, if a subsequent purchaser of a
privatized unit doubted the authenticity of a seller's
certificate of ownership, he could check the notary and BTl files
to verify that the person selling the unit is the actual owner.
However, neither the privatization | aw nor any other |aw
expressly establishes the notary's or BTl's files as public
records. Therefore, it is not certain that a citizen would be
given ready access to the records. A though this woul d appear to
be a concern, given the infancy of the market in previously
privatized housing, this is as yet not an issue in Bi shkek.

Privatization of existing units to sitting tenants is carried out
mainly at the nunicipal level, typically through a nunicipa
housi ng privatization office. Minicipalities have al so invol ved
thenselves in resale of units, through 1) registration of

owner shi p changes and col |l ection of transfer taxes (currently
running at 10 percent of assessed val ue, whi ch approxi nates
actual market value, as determned by a state taxation

comm ssion); 2) establishrment of Centers for Sal es and Purchases
of Houses, which, for a commssion, performsonething akin to
real estate brokerage functions; and 3) on an experinental basis
in Bi shkek, purchasing units at market rates for use as soci al
housi ng (subsi dized rental for targeted groups) or resale to
selected famlies. Bishkek's experinental program for which
some 300 mllion rubles have been appropriated by the governnent,
is just starting and so far has purchased and real |l ocated only 10
apartnents. Privatization of enterprise housing, (which has
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proceeded nore rapidly than that of the nunicipal stock) has been
carried out for the nost part by individual enterprises.

The State Property Fund is pronoting privatization of partly

fini shed apartnment bl ocks. |In Bishkek, which by Cctober 1993 had
privatized some 20,000 apartnents, there are over 2,000 units in
unfini shed buildings. After rather unsuccessful attenpts to sel
buil dings and units at auction, the State Property Fund has
recently begun a programof soliciting fixed-price private sector
proposal s for building conpletion and disposition. The state
eval uates the proposals on the basis of the overall devel opnent
program and busi ness plan. Devel opnent rights to sone 40
bui | di ngs have so far been sold throughout the Republic. Mbst of
the finished units in these buildings will be sold on the private
mar ket .

C. Ri ghts of Omership. According to the
privatization |law, the new owners of privatized housi ng nay
"possess, enjoy and di spose of [their respective apartnents or
dwel i ng houses] as they see fit and have the right to sell,
bequeath or | ease the property..." Under the current [aw, no
waiting period is required followi ng privatization before an
owner can sell his/her unit.

In the spring of 1993, before the adoption of the Constitution,
the Parlianent adopted an anendnment to the Housing Privatization
Law, which the President vetoed, that woul d have i nposed a 5-year
noratoriumon sales of privatized apartnents. At the sane tine,
it would have nandated that all units be transferred for free.
Thi s anendnent was apparently notivated by a desire to preserve
nore state-owned housing and to prevent nonKyrgyz living in
Kyrgyzstan frombenefiting fromthe sale of their units before
em grati ng.

The noratori umwas expected to be reconsidered in the session of
Parliament that comrenced Decenber 7, 1993. In order to becone
law, the Parlianment woul d have to override the President's veto
by a two-thirds vote, an outcone considered unlikely. Even if
enacted, it is possible that the anendnment woul d be chal |l enged in
the Constitutional Court as an infringenment on citizens'
constitutional right to sell their property. Those in favor of

t he amendnent mght argue that the Constitution differentiates
bet ween housi ng and other private property, so that the
protection afforded private property by the Constitution does not
extend to housi ng.

d. Progress to Date. Even during the Sovi et
regi me, Kyrgyzstan's housing stock renained nostly privately
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owned. Private units (including cooperatives) accounted for sone
74 percent of the total in 1991. The state stock (units

bel onging to nunicipalities, as well as mnistries, state
enterprises, and public institutions) conprised sone 240, 000
units at the tine of independence in 1991. Prior to

i ndependence, nearly 15,000 units had been privatized under
Soviet law The privatization | aws enacted in January 1992
greatly sped up the process. The greatest progress was nade in
1992, when nore than 30,000 units (13.8 percent of 1991 state
stock) were privatized.

Wth the uncertainties and political conflicts reflected in the
Parliament's approval of a resale noratoriumin March 1993, the
pace of privatization has slowed. Sightly nore than 12, 000
units were transferred during the first 9 nonths of 1993. By
Qctober, 24.5 percent of the total state stock had been
privatized, bringing the amount of private housing to over 80
percent of the total housing stock of Kyrgyzstan.  the various
cl asses of state housing, privatization of enterprise-owned
housi ng has proceeded fastest.

3. Mai nt enance and Managenent of Privatized Housi ng

To date, Kyrgyzstan has proceeded unevenly in turning housing
managenent and nmai nt enance responsibilities over to the new
owners of privatized apartnents, a reformnecessary to
consol i date a narket - based housi ng sector. Some progress has
been nade in revising rental, maintenance, and utility charges in
an effort tolimt the growth of public subsidy and to begin to
expose owners to real costs.

a. Movenent Toward Real Pricing. Before 1993,
housi ng charges covered only a snmall fraction of the actual cost
of services. The Bishkek city admnistration estinates that for
1992, 80 percent of the 2 billion rubles it spent on comunal
servi ces (housing naintenance and utilities) was covered by state
and muni ci pal subsidy, 15 percent by commercial rents, and only 5
percent by tenant paynments. In |late 1992, communal services costs
(led by costs of utilities) began to rise dramatically. In
Qct ober 1993, average nonthly charges stood at sonme 3, 100 rubl es
for a two-bedroom apartnment (about 55 percent of the current
average nonthly wage). The governnent planned to raise rents in
Decenber 1993 by a factor of five and total communal services
charges by 50 percent. Under this price reform rent wll
account for up to one-third of total nonthly housing costs.

Until now, renters and owners have continued to pay nearly
identical total nonthly charges. The rent increase shoul d
increase the incentives for privatization.
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Such drastic rises in housing costs have been, and continue to
be, politically problematic. The proposed rent increase was
expected to be fiercely debated in the Decenber parlianentary
session. Fear that homeowners would ultinately have to pay
unsubsi di zed housi ng costs (while renters' costs woul d conti nue
to be subsidized) was apparently another factor in slow ng the
pace of privatization.

b. Status of Conmmon Areas. Wile the
privatization | aw authorizes the transfer of ownership of units
fromthe state to the tenants, it does not require the transfer
of all units to private ownership nor does it provide for the
transfer of ownership of common areas. Thus, it appears that the
state will remain in the housing business both as the owner of
unprivatized apartnments and, less clearly, as the | egal owner of
t he common ar eas.

Despite the | aw s vagueness regardi ng ownershi p of the common
areas, it clearly addresses responsibility for their maintenance
and repair. The owners nust contribute to the mai ntenance and
repair of the building as well as of common areas and grounds.

At the sane tine, the | aw says that state organi zati ons nust
continue to naintain and repair buildings "regardl ess of the
nunber of privatized apartnments” in them

The owner's obligation to naintain the premses is addressed in
the transfer agreenent executed by the tenant when he/she
purchases the apartnent. The agreenent designates the Housi ng
Exploitation Trust (GhEK) as the agency to provide nai ntenance
services for the unit. GiEK a governnent entity, naintained
stat e-owned housing prior to privatization. Under the purchase
agreenent, the owner nust agree to pay a nonthly mai ntenance fee
to GhEK

C. Framewor k for Comon Omershi p Associ ations.
The privatization | aw anticipates that the owers mght want an
alternative to GhEK. Article 12 authorizes owners to form
"econom c associ ations or partnerships" to naintain and repair
their housing, but only when all of the units in a building are
privatized. Such associations could enter into private contracts
for the operation of housing and for repair and construction.
They could contract with state and nuni ci pal organi zati ons or
with other organi zations. According to the |aw, disputes between
owners associ ations and the housi ng operati on or other organiza-
tion nust be resol ved t hrough court procedures.

The | egal framework for such associations and for private
apartnment bui |l di ng mai nt enance conpani es was establ i shed under
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the 1991 Law on Enterprises, which authorizes the creation of
private enterprises which "fulfill work and render services."

The enterprises may be joint stock associ ations or other economc
associ ations or partnerships, but they nust be accountabl e for
costs. Thus, the legal infrastructure exists in Kyrgyzstan for

t he establishnent of owners' associations conparable to our
condom ni um associ ations, and for the creation and hiring of
private mai nt enance conpani es.

In part, no doubt, due to the lack of a |egal franmework for
nonst at e- owned managenent and nai nt enance of hybrid buil di ngs
(part rental, part owner-occupi ed), no condom niumlike
associ ati ons have been forned. A few are reportedly in the
process of being forned, but w thout any official encouragenent.
Muni ci pal organi zations continue as the only providers of major
services to buildings, although snall-scale private provision of
apartnent repairs and services is growi ng, since repairs within
the unit are now clearly the responsibility of owners.

The way in which nunicipal maintenance units are organi zed and
financed is changing. |In Bishkek, maintenance units operating in
areas with a high level of privatized apartnents have thensel ves
been designated for privatization (to operate w thout subsidy and
with the right to expand profitable activities). These units
collect a maintenance fee directly from apartnment owners.

Mai nt enance fees currently cover one-quarter of the naintenance
unit's budget. The success of these privatized nai ntenance units
wi Il depend on sone conbi nation of increasing charges for

resi dential mai ntenance and cross-subsi di zing residentia

mai nt enance wi th i ncone fromcomrerci al |easing or operations.
Gowh of private naintenance and nanagenent firns, and their
ability to conpete with or replace nunicipal units, depends on
the future devel opnent of active buil ding associ ati ons.

4. Property Regi stration and Val uation

Kyrgyzstan inherited the Soviet-era systemof property valuation
and registration, in which records for |Iand and buil di ngs were
kept separately, land had a purely nomnal val ue, taxes were
extrenely |l ow, and narket transactions were mninmal. The need
for reformis clearly understood, and certain promsing steps
have been t aken.

A variety of registration procedures currently exist due to the
lack of a central filing system Docunents indicating ownership
of a privatized apartnent nust be filed with the notary and the
BTl; nortgages nust be recorded with the Land Registry.

Leasehol d agreenents and ot her docunents conveying an interest in
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| and do not have to be recorded. No systemexists for reliably
mai ntai ning a cunul ative record of changes in title or for
recording liens, security interests, easenents, and ot her
encunbrances on the title and use of property. Not only are the
records inconplete and nmai ntai ned by different bureaucracies,
they are also virtually inaccessible to the public.

The State Board on Land I nspection has been nade an i ndependent
agency, authorized to clarify land rights and systenatize | and
cadastre and other records; it deals mainly with rural areas. A
parall el function is carried out in Bishkek by the chief
architect's office. A Land Devel opnent Agency is being forned,
its function wll be to unify land and building records and to
foster effective devel opnent deci sions.

Wth the growth of housing market activity and rising real estate
tax rates, the state has begun to accurately track market housi ng
prices. Appraised values, established by the State Stati sti cal
Comm ssion on fairly sumrary grounds, are currently in use for

| evying the 10 percent housi ng sal es tax.

5. Land Privatization and Tenure | ssues

a. Legal Issues. The Constitution, adopted Nay
5, 1993, expresses Kyrgyzstan's fundamental val ues regarding
[ and, private property, and housing. It states sinply: "The
land, its subsoil, water, air space, fauna and flora-all natural
resources [are] the property of the state....The purchase and
sale of land [is not] allowed.” A though the citizens of
Kyrgyzstan may not own | and, they and their associations may
"possess” land in the sizes and according to the procedures
prescri bed by | aw

Under the Constitution, citizens also are guaranteed private

property as an "inalienable human right." This guarantee commts
the state "to defend the right of its citizens and legal entities
to own property.” It mandates: "Property [isS] inviolable. No

person can be deprived of his property...against his wll
[ except] by the decision of a court.”

The Constitution distinguishes housing fromthe | and and
property. Unlike land, housing is not owned by the state.
Unl i ke personal property, housing is not proclained to be
inviolable. Yet, the Constitution grants citizens the right to
housing in these words: "The state pronotes the fulfillment of
the right to housing by giving and selling state-owled housi ng
[ and] by encouragenent of individual house building."
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Arguably, housing is a formof property entitled to the same
protection as other forns of property, the right to which is
inviolable. Wthout answering this constitutional question, the
laws relating to housing treat housing as a formof property

bel ongi ng exclusively to its owner, wthout any rights reserved
for the state.

Wil e the power to make deci sions about the allocation and use of
land rests with the state and is locally exercised by the
soviets, the soviets are constrained in the nature of land rights
they may give. The Land Code and the Leasing Law, adopted prior

to the breakup of the Soviet Union and still in effect, define
several different forns of tenure that apply to urban and rural
land. Individuals can obtain hereditary life tenure, long-term

(nmore than 5-year) | easeholds, and short-term | easehol ds.

Hereditary life tenure allows an individual to possess and use a
plot of land and to bequeath it to his/her heirs. Leaseholds are
for a specific term with automatic renewal for the sane term and
on the same conditions unless otherwi se stated in the |ease.

Wiet her a very long-termlease of 49 or 99 years woul d be granted
is unclear. The distinctions anong the types of |easehold
interests famliar to us, such as net |eases, ground |eases, or
nort gageabl e ground | eases, are not identified in the | aw

Since privatization, Kyrgyzstan has been turning to individua
home construction to satisfy nore of the housing need. It
adopted a Law on Single Famly Construction to control the
allocation of lots for individual hones. Land is allocated for
free to persons on the waiting lists and at the discretion of
local authorities to other citizens. The only conpensation
required is paynent of an annual land fee, a fairly nomnal form
of property tax.

The soviet's grant of tenure is always tied to a particul ar use.
Each grant of hereditary life tenure or | ease specifies the use
permtted for the property in detail. For exanple, assumng the
| evel of detail specified in Kyrgyzstan is the same as it is in
ot her Republics, land would not be | eased sinply for agricultural
purposes, it would be |eased for growing cotton. It mght even
be | eased for growing a certain mni numanount of cotton

Failure to grow the specified anount or growi ng a crop not
expressly permtted woul d be a breach of the | ease and j eopardi ze
the | essee's tenure. The inpact of an unauthorized use of
property in an urban setting would be the sane. |If a person were
granted a plot for a particular business, use of the plot for a
di fferent business could abrogate the grant, potentially

41



subjecting the |l essee to eviction if he/she did not correct the
vi ol ation.

b. Context for Individual Housing Construction.
Wthin the I egal framework, an individual or a famly could be
granted several different forns of tenure to a plot on which to
build a home. Under the Land Code and the Law on Leasing, the
grant could be for hereditary life tenure or for a specified term
under a lease. Under the Constitution and the Law on Property,
it appears that a famly could be given rights tantanount to fee
owner shi p, provided the property were used for residentia
pur poses.

The Constitution and the Law on Property appear to convey such
rights through the characterization of housing as property
instead of as land. The Constitution authorizes the state to
give citizens plots of |and w thout specifying the tenure. nce
the home is built on the plot, the Constitution and the Law on
Property grant the individual the right to sell the house (as
personal property) without restrictions. Under the Law on
Property, the right to use the piece of land is automatically
transferred al ong with ownership of the house, w thout requiring
speci al governnental approval. Thus, by focusing only on the
rights to the house wi thout addressing the question of the |and
tenure, the Constitution and the Law on Property effectively give
citizens sonething akin to fee ownership in the | and.

C. Recent Initiatives. 1In Kyrgyzstan, as in the
other Central Asian Republics, resistance to private ownership of
land is cultural as well as legal. Wban |Iand-use rights

continue to be allocated prinmarily through the inherited Sovi et
system Application is nade through the municipality; nontrans-
ferable, conditional rights are assigned by the Chief Architect
according to the general plan. Lease paynents are nom nal and
tax rates are low Several recent initiatives have been taken,
however, toward formation of a market-driven | and devel oprnent
sector, despite the l[imtations in the current |egal structure:

u G tizens on municipal housing waiting lists have been
offered building plots for self-build housing, generally on
unservi ced suburban sites. Resources are not yet avail able
to service these sites or to provi de owner-buil der
financing. Wrk, therefore, goes on fitfully, and few units
are now occupi ed.

u The State Property Fund's current effort to solicit RFPs for

unfini shed buil di ngs shows willingness to use a vehicle
wel |l -suited to urban | and devel opnent. The municipality, as
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owner of urban sites, can define devel opnent prograns, cal
for proposals fromprivate firns, and perhaps take part in a
public/private partnership for |easing and financing
arrangenents. Since the State Property Fund deals only with
bui I dings, not land, it has no plans of its own to extend
the use of this devel opment mechani sm

= The Chief Architect of Bi shkek has produced a devel opnent
programfor a snall site in the city and called for
proposals. This project has not yet reached contract stage.

Adverse econom c conditions may nake profitable | and devel oprnent
difficult and thus nmay underm ne nunicipal offerings. Judging,
however, fromthe relative success of the State Property Fund's
sal e of sone unfinished buildings, the market may, in fact,
support profitabl e devel opnent, even under present circunstances.
Further experinents along the |lines begun by Bi shkek's Chi ef
Architect, for either residential or commercial devel opnent,
mght well be in order.

6. Housi ng Fi nance

Kyrgyzstan's Law on Pl edge (adopted in March 1992 and amended in
Decenber 1992) is a useful starting place for the evol ution of
nortgage | endi ng for individual homeowners and for specul ative
residential real estate developnent. The |aw authorizes that
existing buildings and interests in land (such as a | easehol d)
can be used as loan collateral while remaining in the possession
of the borrower, calling that kind of nortgage "hipothec."

The | aw provides for the right to nortgage | and i n conjunction
with the nortgage of a building, but not for the nortgagi ng of
land or an interest in |and separate fromthe pl edge of a
building or structure on the land. It does not provide for the
nortgagi ng of vacant property. The |aw provides for risk of

| oss, authorizes the parties to obtain insurance, alludes to
rights of the | ender upon default of the borrower, allows the
borrower to pay the entire loan to prevent foreclosure, and
mandat es court supervised forecl osure procedures. |In the case of
default, liability extends to all property owned by the borrower,
not just the nortgaged property.

The pl edge | aw al so establishes mninmal formal registration

requi renents for the hipothec nortgage agreenent. Such a
nortgage nust be "notarially certified" and filed in the Land
Register. Registration data nust include owner of the nortgage,

t he obj ect nortgaged, the anount of the nortgage, and the tinme
when t he nortgage-secured obligation should be nmet. The nortgage
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is not considered effective until it is registered.
Nonconpliance with the requirenments related to the format of a
nortgage contract nullifies the contract. |In addition, the
nmortgagor nmust naintain a record of the nortgage. The nortgage
regi stration book nmust be accurate and up to date. Registration
information is available for public review

Wi le providing a starting point for a nortgage-|endi ng system
the Law on Pl edge needs clarification and refinenent, notably in
the foll owi ng areas:

u Addition of nonrecourse nortgages and limtation on
borrowers' liability

= Aut hori zation of subordi nati on and recognition agreenents to
be entered by the | andowner (the state) and honored by the
| enders

u Addition of consuner protection provisions

= Aut hori zation of notice and the opportunity to cure defaults

u Adoption of borrowers' right upon default and fair

f orecl osure procedures

Moreover, the law frequently undermnes its own efficacy by
subjugating its provisions to the terns of any other contract,
the present law, or other |egislation.

As a practical natter, the flaws in the Law on Pl edge are not
havi ng much of an inpact yet. No lending is occurring,
collateralized or noncollateralized. The 1992 Decree on the
Functioning of Economcs in the Republic of Kyrgyzstan nmandated
that the National Bank provide credit for cooperative and

i ndi vidual housing, but did not appropriate any startup funds.

a. Status and Qutlook. The former Soviet system
of housing finance, involving heavily subsidized credit to
enterprises and cooperatives (and on-budget expenditures through
mnistries and nunicipalities), has for the nost part ceased to
function, and commercial lending for construction and nortgages
has scarcely begun. Yet building does continue anong all housing
types (1993 projected total housing production is 50,000 square
nmeters, perhaps 40 percent that of 1991).

Most current building is by private owner-builders, and is
acconpl i shed increnental |y, using savings and i nformal financi al
networks. Existing enterprises provide their own capital for
bui I ding. Sone enterprises appear to have di scovered the narket
potential of building and selling apartments. As inflation
begins to abate, such projects nay be able to attract conmerci al
| enders.



The Soviet financing nechanismis still basically in place.

Resi denti al house-buil di ng cooperatives, which have traditionally
functi oned t hrough heavily subsidi zed short- and | ong-term
credit, continue to operate on a nodest scale. Market-rate

Il ending for construction or acquisition does not yet exist. The
numer ous new or reforned comercial banks are currently
concentrating on short-termcomrercial lending (less than 6
nmonths) at interest rates as high as 400 percent.

7. New Housi ng Producti on

A legal framework for entrepreneurial housing construction
(single or multifamly dwellings) can be patched together for use
on an ad hoc basis. The current |aws and procedures, however, do
not naturally create a snooth systemfor entrepreneuria
construction or a snoothly functioning real estate narket.

a. Sel f-Hel p Housing. In Bishkek, the nunicipa
governnent has begun to ook to the free allocation of small,
unservi ced building plots as a | owcost response to the continued
shortage of housing and the problemof illegal squatter
settlenents. A special programcalled ASHAR has been initiated,
whi ch anticipates the provision of free building sites along with
| ow cost construction |oans for self-hel p housing (construction
procured directly by the future occupant, or even carried out
increnental ly). Nearly 23,000 hectares of |and have been
distributed around the city for building plots. But construction
costs are prohibitively high and avail abl e subsi dies are
insufficient to stimulate nmuch construction.

b. Entrepreneurial Residential Construction.
Entrepreneurial residential real estate construction in
Kyrgyzstan has two potential sources: privatized state-owed
construction enterprises and newWy formed private construction or
real estate devel opment enterprises.

Prior to privatization, two large mnistries controlled building
construction in Kyrgyzstan, one handling construction in Bi shkek
and the other construction in the provinces. Wth the
transition, these were converted, in effect, frommnistries to
hol di ng conpanies with a nmandate to privatize thensel ves. The
entity associated with Bishkek split into two organizati ons, one
concentrating on industrial buildings and the other (AZAT) on
resi dential construction.

Reportedly, AZAT is building apartnments in the mcro-district

Uchkun on a nonspecul ative basis. Plans call for one- to four-
room apartnments and separate cottages on quarter-hectare plots.
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It appears that AZAT is selling units prior to construction.
Buyers pay approxinmate prices, subject to recalculation and
addi tional paynent (or reinbursenment) when the unit is conplete
(6 to 9 nonths for an apartrment, 3 nonths for a cottage).

The field for new enterprises (not previously state-owned)
engaged in construction or specul ative devel opnent is w de open,
but few, if any, have been established. Under the Law on
Enterprises, an enterprise can be forned to build nultiple

dwel lings for sale or lease. The process for obtaining land is
as foll ows:

u The enterprise can request a building site fromthe Chief
Architect's office.

= The Chief Architect's office reviews the request and
investigates the availability of utilities and other
infrastructure to service the parcel, identifies a suitable

site, and issues a docunent called an architectural planning
task that identifies the parcel and the utilities to be
provi ded.

u Onhce the siteis identified, the enterprise would have to
enter an agreenent with the |ocal soviet for use and
possession of the parcel, which would include the type of
tenure, the specific wuses of the property, including the
use of the property as collateral, whether the units could
be sold or |eased, and the cost. The soviet woul d no doubt
supervise the enterprise's activity very cl osely.

The | ocal soviet's authority inthis realmis not specified by
published rules or standards. No public hearings or public
participation of any kind is required in the land all ocation
process or in |and-use deci sions.

Wi | e many decisions of the |ocal soviets are routinized and
undoubtedly have a mnisterial quality, an entrepreneurial rea
estate devel opnent project would not be a routine natter. @ ven
the novelty of the concept, the local soviet's reaction to the
proposal woul d be unpredictabl e.

C. Housi ng Cooperatives. Housing cooperatives,

a hol dover from Soviet rule, constitute about 6 percent of the
residential space in Bishkek. They are voluntary groups of
citizens who pool their financial resources to build an apart nment
building with the help of state credits. Once conpl eted, they

run and maintain the building. Since the adoption of the Housing
Privatization Law, owners of cooperative units have been accorded
the sanme rights as owners of privatized apartnments. A key

di stinction between the two groups is that the housi ng cooper a-
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tives already maintain their buildings on a cooperative basis,
commonl y using GhEK for nai nt enance.

In [ight of the apparent resistance to entrepreneuri al

residential real estate construction, it mght be worthwhile to
expl ore whet her housi ng constructi on cooperatives can be
revitalized and perhaps nodified in certain respects to provide a
nore efficient nmechanismfor delivering housing stock than owner-
constructed single famly dwellings. Wile nore liberal |and
allocation and tenure systens to benefit real estate
entrepreneurs mght be resisted strongly, simlar nodifications
of the laws to benefit housing constructi on cooperatives mght be
nore easily accept ed.

d. Current Production Figures. Housing
producti on has declined sharply over the last 4 years. The
projected total for 1993 of just over 500,000 square neters is
less than half of the 1990 total. Yet a substantial vol ume of
housing of all types continues to be built. Private building, by
owner-builders (mainly rural) contributes the |argest share,
estinated at over 380,000 square neters in 1993, about 45 percent
of the private production figure for 1990. By contrast,
mul tistory urban construction in 1993 will be only about 13
percent of the 1990 | evel. Building by housing cooperati ves,
whi ch was pushed in 1992 as a substitute for fully subsidized
state housing, has fallen back in 1993's severe financial climate
to only about one-fifth of the 1990 total. Continued building by
enterprises has to sone degree offset the collapse of state
construction.

Aside fromthe increnmental, owner-builder sector, construction
continues to be domnated by the now privati zed successors to the
Sovi et-era konbi nats. Kyrgyzkurulash is the privatized successor
to the Mnistry of Construction. It is a conglonerate, wth
several subfirns engaged in residential construction. According
to a Price Waterhouse report of August 1993, the congl onerate
structure nmay continue to serve organi zati onal and procurenent
ends, and therefore should be provisionally retained. At the
sanme time, the ability of subfirnms to act independently shoul d be
encouraged, with an eye toward reconstituting themas fully

i ndependent entities.

AZAT is primarily a residential construction firm which seens to
have weat hered privatization and recession rather well by
expanding its construction operations to other Soviet Republics,
and by diversifying into nonconstruction goods and services
within the republic. |In Bishkek, it has begun to act as a

devel oper of narket-rate projects (both nmultistory and | owrise),
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buyi ng, in some cases, rundown | owdensity housing to assenbl e
building sites. Small contracting firns, with single famly
honebui | di ng capability, are reported to be growi ng in nunber and
capacity and can be expected to try to nove into |arger

commercial projects as the construction clinate inproves.

In the near term conpletion of unfinished residential projects
represents an opportunity to boost housing production and
denonstrate new approaches in the construction industry. The
unfinished multistory inventory in Bishkek al one is over 150, 000
square neters, equal to nearly one-third of the entire national
housi ng production for 1993. The State Property Fund' s program
to sell unfinished buildings, described earlier in the report,
has denonstrated that firns are willing and able to invest in
such projects, in expectation of nmarket-rate sales. |In projects
where partially defined occupancy rights have al ready been
distributed, it may be possible to draw future residents into
financing the building's conpletion, while allow ng those unabl e
to participate to sell or trade their shares.

8. Protection for LowIlncone Famlies

Kyrgyz officials are well aware that allow ng housi ng nmai nt enance
and utility costs to rise to market rates requires the
institution of some formof social protection. A system of
housi ng al | onances (neans-tested housing subsidies to famlies),
to be supported at least in part by international donors, has
been under discussion with the Wrld Bank for several nonths as a
conponent of a broader social safety-net program Little
progress seens to have been nade, however, within the Republic's
governnent in designing or inplenmenting such a program

C TURKMENI STAN

Al one anong the four Central Asian Republics surveyed,

Tur kneni stan appears to be naking little effort as yet to depart
fromthe housing policies and practices of the Soviet era. Even
at the rhetorical level, officials interviewed placed little
enphasis on the i mMmedi ate need to privatize housing services or
to nove away fromreliance on public housing construction to neet
the shelter needs of the population. |In fact the rate of public
housi ng construction has increased sonewhat over the past 3
years. Al though a housing privatization | aw was enacted in 1992,
its inplenmentation has not been a priority and only a very snall
percentage of state units have been transferred into private
hands.
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As we understand the governnment's cautious approach to
privatization of the econony as a whole, it does intend to
address privatization of the construction sector (including
housi ng production), but only in a later stage of the overal
transition process. |Inmmediate priorities are to upgrade oil and
gas facilities to increase exports and foreign currency earnings;
to noderni ze public infrastructure such as ports, electric
generation facilities, water systens, and roads; and to nodernize
the agricultural sector to reduce dependence on food inports.
Only then woul d significant privatization of governnent
enterprises proceed, working up to large enterprises such as the
| arge, housi ng construction nonopoly.

Havi ng 1 npl enent ed sone econom c reforns—ncl udi ng the
introduction of a new currency (the Manat), limted price

l'i beralization, pension fund increases, and new fiscal and

nmonet ary polici es—+he governnent may, nonethel ess, be receptive
to sone targeted, technical assistance in housing sector reform
and the creation of private real estate markets. In particular,
| egal assistance in respect to clarifying basic |land tenure and
real property rights could prove tinely. As of this witing,
attorneys in the Mnistry of Justice and representatives in the
| egi sl ature are debating i ssues concerning private ownership of
| and, buildings, enterprises, capital, and other assets.

Resol ution of these issues is fundamental to the housing reform
agenda broadly defined, and as bei ng addressed in other newy

i ndependent states with active USAl D housi ng reform prograns.

1. Denogr aphi ¢ and Housi ng Dat a

a. Basi ¢ Denographics. Mst of the popul ation
of Turknenistan (3.8 mllion in 1993) live in a group of oases
along the Anu Darya and | esser rivers. Sone people have recently
begun settling along the Karakum Canal. The capital city,
Ashgabat (popul ation 400, 000), was founded in 1881 and devast at ed
by an earthquake in 1948, fromwhich it is still recovering. The
et hni ¢ conposition is over 70 percent Turknen, 9 percent Russian,
9 percent Uzbek, and 9 percent other ethnic groups. Turknen
speak a Turkic | anguage and nost are Sunni Moislens. Six clans
domnate the popul ati on, of which Tekke in central Turknenistan
is the largest. As in other forner Soviet Central Asian
Republics, many ethnic Slavs are now emgrating fromthe cities,
hoping to find better econom c opportunities abroad.

According to a March 1993 Congressional Research Service report,
Turkmeni stan's 1991 per capita inconme was 3,402 rubles, anong the
| onest of the former Soviet Republics. Relatively few
investnents in technol ogy, infrastructure, and industry were nade
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under the Sovi et regine. Consequent |y, the Turknmen econony has
traditionally depended on cotton farmng and oil and gas
processing. Agriculture is the nost common area of enpl oynent.

b. Housi ng Stock. The housing stock of
Tur knmeni st an consi sts of roughly 960,000 units. As is the case
el sewhere in the region, much of this stock, nearly 70 percent,
has historically been in private owership as single famly
housing. Approximately 30 percent is state or enterprise-devel -
oped housing, largely occupied by renters. Less than 5 percent
of the stock was devel oped by cooperati ves.

Approxi mately 10,000 famlies are currently on the waiting |ist
for state housing in Ashgabat. The average wait is between 5 and
10 years. The wait can be shortened due to famly size or

speci al status (such as war veteran or retiree). In the past,
due to the relatively high birthrate in Turkmenistan, little
real progress has reportedly been nmade in reduci ng unnet housi ng
demand in the capital or in other parts of the country.

2. Privatization of State-Owmed Housing

Turkneni stan initially recogni zed the right to personal property
in 1991 when the Law on Denationalization and Privatizati on was
adopted. In response to that |aw, Ashgabat's nmayor initiated a
housi ng privatization program charging only a small fee based on
depreci ated construction costs, for tenants to privatize their
housi ng units.

The Ashgabat programwas halted in 1992 when Turkneni stan adopt ed
the current national Law on Privatization of Housing. It allows
free privatization of apartnents by tenants who have occupi ed
their units for at least 15 years. Tenants who have lived in
their apartnents |less than 15 years could privatize their units
for a fee, prorated according to their termof occupancy.
Privatization recommenced, as did sales of privatized units. But
t he governnent, concerned about the high resale prices fetched
for privatized units, declared a 10-year noratoriumon sales.
Consequently, less than 10 percent of the public housing stock
has been privatized since i ndependence.

The noratoriumon sales of privatized apartnents seens to

i ndicate a setback for the novenent toward a private real estate
market. More accurately, it nay reflect a government perception
that the privatization programwas premature, given the slow pace
of economc transformation. For exanple, the first stage in
privatization of state enterprises is only now begi nni ng.
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As it begins to reconsider a fresh start in housing
privatization, the governnent is reportedly considering two
approaches: selling governnent housing at | ow discount rates or

sinply giving it away.
3. Mai nt enance and Managenent of Privatized Housi ng

Mai nt enance of communal areas and facilities remains the
responsibility of the state. Ashgabat officials indicated that
they are interested in reduci ng expenditures related to both
housi ng construction and nmai ntenance, but feel that as |ong as
the governnent's |land tenure policy remains in effect, Ashgabat
has no alternative but to continue to build housing. Al though
currently about 50 percent of the city's Community Devel oprent
Budget goes toward mai ntenance, the city cannot keep up wth
dermand for service, which averages 50 calls per day. Qty staff
are consi dered underpaid and | acking in necessary construction
and electrical materials. Residents waiting for repairs often
resort to paying famly nenbers, friends, and off-duty city

mai nt enance staff to provide services. A typical famly can
spend up to 15 percent of its annual income on nai ntenance of the
unit.

Turknmen living in state housing spend about 5 percent of their
nmonthly incones on rent. Wilities such as electricity, central
heating, water, and gas are provided by the state at no cost
(sonme units have no central heating). Mnthly rental fees have
not changed since independence in 1991, and rermain |low. To date,
there is no apparent novenent to increase rentals or fees for
housi ng services toward market levels. It appears that owners of
privatized units still receive free utilities and pay "rent" in
exchange for whatever mai ntenance services they receive.

4. Property Regi stration and Val uation

Basi c property valuation systens, which are not market based,
have been devel oped at the republic and local levels. Uit value
is based on historic construction costs m nus depreciation.

| ssues such as zoning, inprovenents, and access to mnunici pal

servi ces have no bearing on the value of the unit.

Property is registered at the district level. Each city

desi gnates areas for devel opment by district nunber and manages
this information in the Communal Departnent of the mayor's
office. Gdtizens who build their own residences obtain permts
fromthe Special Housing Comm ssion on Land Allocation, also in
the mayor's office. The permt designates a specific plot for
residential use and authorizes private devel opnent.
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5. Land Privatization and Tenure | ssues

Turkneni stan's constitution grants citizens property rights,
declaring private property sacrosanct and protected agai nst
confiscation. In Cctober 1993, Turkneni stan adopted a new Law on
Property that identifies the potential owners of property as
individuals, nunicipalities, the state, public associations,
joint ventures, cooperatives, and m xed ownership. It defines
the sources of property, rights in property, and protection of
property, and distinguishes |land rights fromother property
rights.

Wiile the state still ows all land, regul ations adopted in
February 1993 specify certain acceptabl e uses of |and, such as
agriculture, private gardens, and housing. A recent Presidenti al
Decree backs the Constitution's commtnent to property rights by
granting individuals the right to obtain a plot of land for a
private dwelling.

Attorneys at the Mnistry of Justice are drafting a nore
definitive law on | and ownership for review by the President's
Comm ssion on Housing Privatization Policies and the | egislature.
Qurrent land use regul ations are focused on agricul tural and

i ndustrial uses. For exanpl e, one governnent | and-|ease program
offers any famly 50 hectares of forner state-operated farml and
free in return for "productive use" of the parcel. Productive

use is defined as produci ng products designated by the gover nnent
as high priorities for inport substitution. These include corn,
wheat, sugar, fodder, vegetables, and fruits. |Industrial |and-
use policy initiatives include designating foreign trade zone
areas and creating tax abatenent incentives for industry.

6. Housi ng Fi nance

The M nistry of Economcs and Finance is drafting a nortgage | aw
that includes provisions for financing of up to 20 years.
Reportedly, the laww Il initially focus on comrercial and
industrial lending policies, with provisions for financing

resi dential devel opment to be phased in later.

A national savings and investnment bank has been created to
provide start-up capital to snmall farnmers. In the future, it may
al so serve snall private businesses, including contractors

i nvol ved i n housing construction or naintenance services. The
Eur opean Econom ¢ Community has provided a $1 million ECU grant
to help start-up the bank. Wthout nortgage | aws in pl ace,
however, the bank cannot provi de nortgage financi ng.
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The governnent is aware that it needs a system of supporting
legislation and initiatives to create a nmarket-driven housi ng
sector. These include, but are not [imted to, a nechanismfor
housi ng finance, a | and assessnent/val uati on and pricing system
provi sions for housing mai ntenance, formal protection of |ow
incone citizens (either through housing all owances or conti nuing
to provi de housing), and incentives for (as well as controls on)
investor-built housing. The |egislature was considering tax
abatenent incentives for joint ventures in the housing
construction industry, but even if passed the incentives may not
amount to much because of insufficient effective demand for cost-
recoverabl e housing in the foreseeable future.

7. New Housi ng Producti on

Avai |l abl e data suggest that total housing production has been
increasing in recent years. Unlike other Central Asian
Republics, in Turkmenistan, the state is continuing to build
public housing, with the rate of total construction increasing by
10 percent annually since 1990. In Ashgabat, annual construction
of public housing probably amounts to 3,000 to 4,000 units.
However, increases in privately built housing appear to be even
greater and now represent over 72 percent of new construction.
Despite an absol ute increase, housing construction by the state,
cooperatives, enterprises, and other associations dropped from 47
percent of total output in 1990 to 27 percent in 1992.

In rural areas, new construction by collective farns decreased
from2 percent of the national total in 1985 to 0.3 percent in
1992. A nost all new housing (all apartnent bl ock units)
continues to be built by state construction enterprises. Snall
det ached and duplex units are being built by cooperatives and
smal | contractors.

A gover nnent - sponsor ed Housi ng Construction Fund currently
provides lowinterest credit for single famly housi ng
construction on a limted scale. The large state-run
construction enterprises continue to domnate the industry.
Small contractors continue to build only individual units and
have no access to government contacts. "Profit-making" in the
construction of state housing is not currently provided for,
effectively preventing snmall builders fromscaling up.

One official in Ashgabat described a change in the city's urban
| and-use policies. In contrast to the high-rise apartnents
currently under construction in the southeastern quadrant of the
city, small areas on the city's nmaster plan have been desi gnat ed
for lowdensity, single famly, detached hone devel opnent. In
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nost cases, these hones would be built by snmall private
contractors, either individuals or collectives. Sone officials
consi der these homes a luxury for a city experiencing a severe
housi ng short age.

There are continuing concerns about the quality of state-built
apartnents. A famly noving into a new unit reportedly spends up
to 20 percent of its annual incone converting the apartnent into
l'ivabl e space. Repairs are nade by contracting informally with
el ectricians, carpenters, and plunbers, sone of whomwork for the
city's maintenance division. Materials and supplies are

pur chased on the informal market.

Wi |l e construction of public housing continues at a rapid pace,

t he Turkmen governnent and the city of Ashgabat realize that
issues of quality are not being well-addressed. Sone believe the
creation of a private or m xed devel opnent system woul d pronote
hi gher standards and a nore efficient housing construction

i ndustry.

8. Protection for LowIlncone Famlies

As not ed above, housing consunption is still highly subsidized.
The governnent does not appear to have given attention to ratio-
nal i zi ng housi ng subsi dies, for exanple by phasing in increased
rents and redirecting subsidies toward the | ower inconme segnents
of the popul ation. Turkmeni stan's government continues to
enphasi ze general neasures to protect the needi est nenbers of
society fromboth the effects of inflation and the short-term

i npact of economc reforns, and clains to provi de nore generous
soci al prograns than other republics of the forner Soviet Union.
Publ i ¢ assi stance, which is nost generous for retirees, the

di sabl ed, and single nothers, is paid out through the governmnent
Pensi on Fund. Turkneni stan is considering inplenenting sonme sort
of fund to assist enpl oyees adversely affected during the transi-
tion to market econony.

D. KAZAKHSTAN

Kazakhst an has nade significant progress in privatizing its
multifamly housing stock in the limted sense of having given a
| arge nunber of househol ds ownership of their apartnent units
with fairly clear rights to the economc benefits inherent in
ownership of a real estate asset (to sell,|ease, bequeath, etc.).
Relatively little progress has been nade in actually transferring
responsi bility for managenent and mnai ntenance to the owner of
privatized units or in noving toward market pricing of housing
servi ces.



The recent Presidential Decree pronmulgating a "New Housi ng

Pol icy" represents an anbitious attenpt by the governnent to
articul ate a conprehensi ve housing policy intended to provide the
framework for the transition to a private housi ng narket—al bei t
in a very cautious manner and in a formthat still contains nany
unresol ved i nconsi stencies and anbiguities with respect to inten-
tions. Moreover, in the new Housing Mnistry established by this
Decree, the governnment has created, for the first tine, an agency
enpower ed to devel op and i npl enent prograns ai ned at the housing
sector as a whole (the utilization of the existing housing stock,
housi ng production industry, and the systemfor allocating |and
and financing to the housing sector). A major focus of the new
policy appears to be to use the government's investnment in
housing to foster conpetition and the energence of "commercial"
devel opers capabl e of organi zi ng housing production in a narket
system The push to boost housi ng production and the rol e of
private firns is tenpered by a fear of abuses and poor quality
construction if such activity is not carefully regul at ed.

Prior to issuance of the Decree, substantial progress had already
been made in selected areas of legislation relevant to establish-
ing the legal basis for private markets to operate. However,
despite sone enbryonic activity (the begi nnings of an active
resale nmarket in the larger cities, sone brokerage activity—
nmostly on the grey nmarket, a small handful of truly private

mai nt enance and honebuil ding firns), little evidence of orga-

ni zed, statistically significant private housing nmarket activity
exists at this time.

1. Denogr aphi cs and Housi ng Dat a

a. Basi ¢ Denographi cs. Kazakhstan's 1992
popul ation was estinmated at just over 17 mllion. The popul ation
is about 57 percent urban and 43 percent rural. A maty, the
capital city, had a 1992 popul ation of 1,198,000, a 3.3 percent
i ncrease since 1990. Population increases are attributed to net
increases of births and i mmgration over deaths and em grati on.
As emgration increases, population growth is expected to slow

b. Housi ng Stock. Kazakhstan's 17 mllion
people reside in 4.3 mllion hones. The average household is
approxi mately 3.5 persons in urban areas and 4.5 in rural areas.
Housi ng size varies from16.7 square neters per capita in A naty,
to just under 13 square neters per capita in the countryside.
Since 1991, 70,000 new housing units have been added to the
housi ng stock, a substantial slowdown in new production fromthe
average annual rate of over 100,000 new units from 1985 to 1990.
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In 1991, when privatization was initiated, an estinmated 64
percent of all housing in Kazakhstan was state-supported (built
and operated by either local soviets, state enterprises, state
mnistries, or state-supported cooperatives) and 36 percent was
privately owned. The pattern of ownership in Almaty at that
time, considered typical of urban areas, showed | ess private
ownership (29 percent). The remaining housing in Almaty was
state-supported as follows: state housing, 52 percent; state
enterprise housing, 12 percent; cooperative housing, 5 percent;
state mnistry housing and other, 2 percent.

C. Housi ng Need. The waiting list for housing
in Almaty contains about 57,000 nanmes consisting of about 40, 000
famlies (about 12 percent of the approxinately 330,000 famlies
inthe city); 10,000 individuals now living in hostels or other
dormtory-like facilities; and 7,000 | owincome famlies who now
rent but who are eligible for (and desire) free state housing.
The average time spent on the waiting |list averages about 10
years. This situation is reportedly nore or |ess typical of
urban areas. In rural areas, unmet housing need is considered
less acute. It is likely that these waiting lists primarily
reflect generational doubling up in units, which pushes the space
occupi ed per person above the fairly mninmal governnent norns.

As in the other republics, it is not possible to translate
waiting list statistics into a reliable estimate of the actual
housi ng shortage. For exanple, no informati on appears to be
avai l abl e on how many persons nay be "over-consum ng"

housi ng—+. e., occupying |arger apartnents or houses than they
need and which they mght voluntarily free-up for a larger famly
(by nmoving to a | ess expensive unit) if housing prices noved
toward market |evels.

Moreover, emgration has quadrupled in the 2 years since indepen-
dence. The outflow of Russian nationals may relieve the need for
new housi ng production. On the other hand, returning mlitary
personnel will have to be accommodated. The gover nnent
representatives interviewed declined to specul ate on the end
result of these two countervailing forces.

Under current econom c conditions, housing shortages, no matter
how acute, cannot convert into effective housing denmand in the
mar ket pl ace. Wth inconmes only a snall fraction of new housing
costs and no long-termnortgage financing available, virtually no
one can contenpl ate paying the real cost of constructing a new
home (even with free | and available). For exanple, in A naty,
officials estinmate that fewer than 200 new single famly houses
are being built annually and a portion of these are for the
foreign coomunity. The active housing resal e market provides
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evi dence of sone "nattress noney" available for famlies to trade
up to better housing. As an exanple, a typical two-room
apartnment in Alnaty sells for $8,000-$10,000, a ratio of 10 to
one to average yearly incone. This conpares with a ratio of only
two or three to one inthe US for average hone sales. But for
t he vast worki ng popul ati on of Kazakhstan, a new or substantially
ref urbi shed hone currently is well beyond their nmeans and wl |
remain so for sone tinmne.

2. Privatization of State-Owmed Housing

a. Legal Basis. Notw thstanding the principle
of national ownership of land, citizens are allowed to possess
land for a hone which can be sold or inherited. Article 23 of
the Constitution grants citizens of Kazakhstan the right to
housing. In addition, it provides that, "The state assists in
exercising the right to housing by granting for use and sale
dwel lings fromthe state housi ng body, and by encouragi ng housi ng
construction.” This would indicate that the state's obligation
to provi de housing involves only a one-tine transfer of avail able
dwelling units and that it wll encourage housing construction in
the future. These principles are reflected in the laws relating
to privatization of housing, specifically, and to | and and
housi ng, generally.

Carrying out its constitutional pledge to assist citizens by
granting dwellings fromthe state housing stock for use and sal e,
Kazakhst an enacted the Law Concerni ng Denationalizati on and
Privatization in June 1991. The Cabinet of Mnisters of Kazakhs-
tan adopted a resol ution concerning privatization of state
housi ng stock in January 1992. It has been anended at | east
three times and is alluded to in the Housi ng Code of the Repub-
lic. The resolution authorizes that all habitable units in the
state housing stock can be privatized.

Privatization is voluntary. Tenants of apartnents or dwelling
houses who are citizens of Kazakhstan are entitled to privatize
their units, provided they obtain the witten consent of al

adul ts occupying the dwelling unit in question. The apartnent
becones the joint property of all famly nenbers in tenancy at
the time of privatization.

The Housing Law of 1992 anplifies and nodifies the rights to
privatize housing set forth in the Denationalization and Privat -
ization Law. It also provides for joint ownership of a residen-
tial building that is privatized by its tenants, codifying the
basi ¢ concept of communal responsibility for communal features of
a residential building. Unit owners are authorized to forman
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associ ation for the purposes of mai ntenance and service of the
jointly held areas. W en such organi zations are forned, they
have the right to reinbursenent fromthe owners and what is owed
may be levied in a conpul sory manner. |n addition it provides
that a person who continues to use a unit of state housing is
granted the right to acquire other housing for ownership.

Al t hough there are sone anecdotal reports of a few such

associ ations being formed, there is no organi zed process for

est abl i shing owner associ ations once the majority of the units in
a given building have been privati zed.

b. Pricing and Revenue. |In addition to
aut hori zing a high percentage of free transfers to such groups as
veterans, educators, and health care workers, the resol ution and
t he housing | aw aut hori ze paynent by a voucher issued to every
citizen, the anount of which depends upon the citizen's years at
wor k.  The voucher can be used to buy an apartnent or an
enterprise. The anount of the voucher nay be | ess than, equal
to, or nore than the cost of an apartnment.

The state is also, of course, willing to take cash or to "fi-
nance" the purchase, allowing a tenant to pay for the unit over
10 to 15 years, depending on the circunstances. The resol ution
general |y describes the cost of the unit as its depreciated

"bal ance val ue,"” w thout fixing the actual price. That task is
del egated to | ocal soviets or their agencies.

Onhce a housing unit has been privatized, the rent fornmerly paid
to the local soviet or other state entity is discontinued but a
mai nt enance fee continues to be charged. A property tax on
privatized housing was instituted but at extrenely |ow rates.
Due to the nunber of discounts and exenptions, |ess than half of
all property owners now pay the tax.

Oitics of the housing privatization plan conplain that it
creates inequalities. The elderly receive nore credits and,
havi ng had nore tinme to save, can apply a larger coupon to the
purchase price of their apartnments and have funds left over to
purchase an interest in an enterprise. Young people receive few
or no credits and have little noney saved so they cannot afford
to buy their units. Various anmendnents to the resolution seemto
have done little to aneliorate the perception of inequality. The
cunbersonme systemfor valuing apartnents also is criticized.

Responding to these criticisns, Almaty's mayor issued a decree
maki ng privatization free for all residents of Almaty who are
citizens of Kazakhstan and who have lived in the city for

5 years. This applies to state and enterprise housing. As a
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result of this and the continuing rapid inflation, the city has
reduced al nost any i medi ate financial disincentive to privatize.

In the nascent but active real estate nmarket in Almaty, |isted
prices are typically about $15,000 for a two-bedroomunit,
$19,000 for a three-bedroomunit, with prices varying

consi derably according to | ocation and condition of the unit.
(Average prices may be | ower since | ess desirable units may not
be advertised.) Infornmal real estate brokers are arrangi ng sal es
and financi ng where needed. (ne governnent official reported
that, initially, asking prices were substantially higher than

t hose quoted above, but as reality set in (no buyers) prices
began to fall. Many sellers were said to be famlies emgrating
to Russi a.

C. Institutional Framework. The Kazakhstan
denationalization | aw bifurcated responsibility for privatizing
state-owned property. The Commttee (Mnistry) on State Property
was given the responsibility for the privatization of state
enterprises and republicw de services while |ocal governnents
were given responsibility for privatization of communal (I ocal)
property. Housing is characterized as communal and, therefore,
is being privatized by the | ocal governnents.

Privatization of housing occurs nechanically. The prospective
owner nust file an application with the nei ghborhood authority.
The application is reviewed and, when approved, the prospective
owner nust sign a transfer agreenent between the | ocal departnment
of housing and the owner, which nust then be notarized. The

transfer docunent is the |egal evidence of ownership. In cities,
the transfer docunent nust be filed with the Bureau of Technica
I nventory (BTl), a centralized urban filing system In rural

areas, it nust be filed with the local soviet. Theoretically, a
private citizen could have access to BTl's files to verify that a
person selling the unit is the actual owner, but BTl's files
apparently have not been legally established as public records.

d. Ri ghts of Omership. The rights transferred
to a tenant upon privatization are broad. The owner may occupy
the unit for residential purposes, offer it to others for use,
give it away, lease it, bequeath it, or sell it at once.

According to the 1992 resolution, a privatized unit nmay be used
only for residential purposes, although the housing | aw states
that a person can use a privatized unit for a famly busi ness as
well as a residence. Both laws prohibit use of a privatized unit
excl usi vely for business purposes.
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Upon resale of a privatized unit, the buyer reports a sales
price, usually nmuch |ower than the actual sales price. On this
reported price the buyer pays a 1.5 percent tax. Because such
cash proceeds are not commonly put in bank accounts, personal
security is one reason for under-reporting, in addition to the
desire to reduce one's tax bill.

e. Progress to Date. FEfforts to privatize state
housi ng appear to have net wth considerabl e success—at |east, in
the sense of transferring some marketable formof title fromthe
governnent to owner-occupants. (As discussed below, little
progress has been nmade in transferring responsibility for
mai nt enance and managenent to the new owners or in clarifying
property interests in common areas.) In Alnmaty, for instance,
fully 222,000 (71 percent) of the 312,000 housing units are
considered to be in private ownership, including 130,000 units
privatized since 1991. In other urban areas and in the
countryside, the rate of privatization has been | ess dranatic.
Overal |, the governnent estimates that 60 percent of all housing
in Kazakhstan is now in private hands.

It should be noted that these figures nay be sonmewhat over st ated.

According to the Almaty Departnent of Housing, housing still con-
trolled by enterprises that the government considers private
(e.g., joint stock conpanies) is considered "privatized." Howev-

er, the National Housing Mnistry suspects that the ownership of
the majority of such units has in fact been transferred to the
occupants; evidently no hard data on the extent of such transfers
i s avail abl e.

An active market in resales of hones and privatized apartnents
has begun to naterialize in Almaty (nany resulting from adver -
tisenents in the weekly Real Estate Gazette, which carries as
many as 500 entries in sone editions). However, real estate
brokerage is still regarded with sone suspicion, and renains a
quasi -1 egal , unregul ated prof essi on.

3. Mai nt enance and Managenent of State-Oaned Housi ng

a. ol igations of Omership. Under the | aw,
owners are required to maintain their units and contribute to the
mai nt enance of common areas. In practice, however, virtually al
private owners continue to pay the city for nai ntenance services
and, in effect, are treated the sane as the tenants of un-
privatized, state-owned units.

The housing | aw appears to convey to apartnent owners joint
owner ship of common areas, albeit in inperfect form Wil e the
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stat e housi ng nai ntenance, repair, and construction organi zati ons
that perforned the work prior to privatization still operate, the
| aws expressly authorize owners to form associati ons or owners
cooperatives for mai ntenance. Omners of apartments in conpletely
privatized buil dings have the right to i ndependently choose an
organi zation to service their buildings. They may pick from
state groups, cooperatives, private firns, and other busi ness
entities. Wility costs, heavily subsidized by the state, contin-
ue to be the responsibility of the owner.

The | egal framework for such associations of apartnent-unit
owners, and for private apartnent buil di ng nai nt enance conpani es,
presumabl y exi sts under the Kazakhstani version of the Law on
Enterprises adopted in other forner Soviet Republics. ICVA IS
currently assisting the government in preparing a condom ni um

I aw, which would clearly spell out owner rights and
responsibilities in commonly owned buil di ngs, and provi de basic
consuner protections. Assistance is also being given in
provi di ng nodel charters and byl aws for condom ni um and
homeowner s' associ ati ons and nodel contract docunents for
contracting out property mai ntenance and nmanagenent.

b. Qperating Costs. Before independence, the
“rent" for state housing was nerely a token anount, |ess than $1
a month in Amaty. Repairs to individual units were provided for
a nomnal fee, but service was reportedly often poor. A heavily
subsi di zed (66 percent) nonthly fee covered nai nt enance and
repairs for communal spaces. In theory, while the city provided
mai nt enance for all state housing, government nai ntenance
prograns have al ways | acked the financial resources to pay
qualified and conpetent staff. 1In fact, residents nore often
than not paid additional fees directly to individual worknen for
capabl e and tinely mai nt enance.

The communal services fee continues to be charged and rates do
not vary even if the building is privately owned or if a private
servi ce agreenent has been signed. Wility costs, also heavily
subsi di zed by the state, continue to be the responsibility of the
occupant .

Wi le responsibility for apartnment mai ntenance has reverted
officially to the owner and property taxes have been inposed, the
reality of what it costs to naintain a privatized apartnent that
was fornerly state housing has changed little. Housing nainte-
nance was a relatively small expense before privatization and
still is; food, clothing, and transportation costs are the najor
househol d expenses, with perhaps as little as 5 percent of the
budget goi ng toward housi ng occupancy costs.
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The governnent continues to consider ways to relieve the finan-
cial burden of communal nai ntenance costs and utility subsidies,
but to date little progress has been nade. The governnent has
said it wuld like to stop providing communal mnai ntenance in
1995. The new property tax has brought in little revenue.
Wility rates have been allowed to rise somewhat but are still
far bel ow narket rate.

(ne positive result of poor governnent nai ntenance service i s
that tenants have devel oped their own informal networks and smal |
busi nesses are beginning to find new opportunities. Thus the
seeds have been indirectly sown for the creation of an active
mar ket for private mai ntenance services. These snmall busi nesses
appear particularly skillful at obtaining needed spare parts and
ot her mai nt enance supplies, such as light bul bs, paint, electri-
cal wiring, and cenent. Service delivery time is also inproved.

4. Property Regi stration and Val uation

A publicly accessible, accurate, centralized and conpl ete system
for recording interests in real property and buildings is an
essential ingredient of a snoothly functioning housing and real
estate market. Earlier this year, an I CVA consul tant studied the
title registration and | and cadastre in Kazakhstan and concl uded
that nuch of the institutional capability and data needed to
create workable fiscal and | egal cadastre and a titling process
for housing are, in principle, already in place. However, much
of this capability is fragnented anong different bureaucratic
entities.

The BTl, formerly a national structure but recently decentralized
i nto i ndependent nunici pal agencies, is responsible for

"recor d—keepi ng of physical characteristics and val ue of al
residential and public buildings and apartnents, and for the
inventory and val uati on of any ot her housing estates (including
enterprises)." BTl also keeps records of current and historica
ownership for all residential property. The ownership
information supplied by the Departnment of Housing, which handl es
the privatization program is conputerized by BTI; the physical
descriptions and, consequently, the valuation of property is not
yet conputerized or matched to ownership.

The regi stration systemappears to have functioned fairly effi-
ciently in respect to recording the initial privatization of
units. However, by sone anecdotal reports, city officials
responsi bl e for registering transfers by sale fromone private
owner to another will question the transacti on—or exanple, does
the purchaser really "need" an apartnment with three bedroons.
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Conplicating the property information picture is the fact that

| and | ease recordi ng and nmappi ng, |and-use regulation, and | and
all ocation transactions are handl ed by the | ocal architect-

pl anni ng departnents (d avAPU). d avAPU keeps parcel records and
registers land allocation, including information on parce
identity, when and to whomthe | and was all ocated, and the

adm ni strative decision registry nunber. (Mich of this material,
ot her than maps, has been at |east partially stored in conputer-
ized form)

Conplicating matters further, property taxes are assessed and
col l ected by a federal agency, the State Tax | nspectorate of
Kazakhstan, part of the National Mnistry of Fi nance, whose files
are not yet conputerized.

The | CVA study recommended further devel opnent of the |ega
framework for market-oriented | egal and fiscal cadastre; consoli -
dation of functions particularly in respect to the titling of

| and, apartnents, and other categories of real property; and

| i nkages between the information systens nmaintained for titling,
val uation, and property tax assessnent purposes.

5. Land Privatization and Tenure | ssues

a. Legal Basis. Kazakhstan's constitution, its
laws relating to privatization of state-owned enterprises,
privatization of housing, formation of enterprises, and ownership
of property mark the shift fromcomunismto a nore open
political and economc system They are a good foundation for
further change and growth. Neverthel ess, Kazakhstan's | aws and
procedures relating to land tenure and | and use do not reflect a
simlarly progressive attitude toward specul ative real estate
devel opnent .

The Constitution of Kazakhstan, adopted in summer 1993, expresses
the country's fundamental val ues regarding | and, private proper-
ty, and housing. In essence, the republic ows the land. The
Constitution states: "The land, its depths, waters, vegetable
and animal worlds and all other natural resources are within the
excl usi ve ownership of the Republic.” This principle of national
| and ownershi p derives as nmuch fromthe Kazakhstani deep-seated
connection to the land as it does from Sovi et infl uence.

The Constitution authorizes and recogni zes the right to private
property in three forns: private, collective, and state property.
It declares all private property as "inviolable." An owner nay
possess, use, and transfer his property at his own discretion,
subject to the rights of others and the protection of the envi-
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ronnent. No one can be deprived of property except by court
decision. Confiscation "in the public interest" nust include
appropriate conpensation and rei nbursenent of |osses. (In
practice, this is limted to providing an alternative |iving
unit, with considerations of function, convenience, and val ue far
secondary.)

The Constitution nandates that all |and belongs to the state.

The Land Code, enacted before the Constitution and neither
repeal ed, superseded, nor nodified by the Constitution in any

rel evant respect, authorizes certain |and tenures short of
ownership. The five nodes of authorized tenure are: hereditary
life tenure, pernmanent use, tenporary use, |easehold, and indefi-
ni te occupancy.

As described in the Land Code, these forns of tenure nostly
relate to rural uses, such as vegetabl e gardening, agriculture,
and cattle grazing. MNone of themexpressly relates to such urban
uses as offices, stores, multifamly dwellings, or factories. In
all instances, however, one's interest inthe land is tied to a
designated use. Failure to use the land in accordance to the
stated purpose can be a basis for |losing access to it. Thus,
there is no privatization of |and, per se.

Hereditary life tenure is the formcl osest to fee ownership, at

| east for non-corporate bodies. Indeed, this formof tenure is
sonetines translated as "ownership." Hereditary life tenure
affords the right to occupy land and use it for life, construct a
building onit, farmit and sell the crops, and pass it on to
heirs. The Law on Oanership also seens to allow hereditary life
tenure to be transferred to a third party by | ease or sale.

Wien hereditary life tenure is transferred to an heir, which
seens to be defined in the Housi ng Code as anyone chosen by the

| andhol der, ownership as we know it in the structure constructed
on the property or in the vegetation grown on the |and, al ong
with the right to occupy the property for life, is also trans-
ferred. Presumably, if one dies without heirs, the property wl|l
revert to the state. At least 5 years of residency in the
Republic is a prerequisite for obtaining hereditary life tenure.

The Land Code stipulates two other long-termforns of tenure with
the foll ow ng provisions:

u "Per manent owner shi p"—avail able to collective farns, coop-
eratives, public enterprises, certain institutions, and
religious associations. The Land Code does not expand on
t he neani ng of pernmanent ownership. Since the adoption of
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the Law on Property, it would seemthat this type of tenure
could be transferred, in which case permanent ownership
woul d resenble a long-termlease with a right of assignnent.

u "Permanent use"—available to citizens, juridical persons,
joint ventures, and foreign citizens. Were |and has been
used with no formal agreenent regarding the term the Land
Code recogni zes the tenancy as a pernmanent use. The
permtted uses are the sanme as for hereditary life tenure.

The Land Code al so outlines three forns of tenporary tenure,
anal ogous to our short-terml easehol ds:

= "Short-termtenporary use," defined as 3 years;
u "Long-termtenporary use," defined as 10 years; and
= "Long-termagricultural or |ivestock tenporary use," defined

as 25 years.

The terns of any tenporary-use period nay be extended at the
discretion of the |ocal governnental authority. |In tenporary-use
situations, terns are autonatically renewable for the sane term
and under the same conditions unless otherwi se stated in the

| ease.

The code's authorization of hereditary life tenure and permanent
use can be used as a starting point for private hone devel opnent
and entrepreneurial residential real estate construction.
Neverthel ess, as a foundation for residential devel opnent, the
code is significantly flaned. Its lack of definition of each of
the forns of tenure creates a potentially untenable | ega
situation for investors. Kazakhstan attenpted to renedy this
situation with the adoption of a Law on Leasing, but, unfortu-
nately, that law was repealed in 1993. |Its liberal |and transfer
policies were viewed as a danger to the country's hold on a

val uabl e resour ce.

The Land Code is flawed in other respects. |Its focus on rural

| and uses makes applications to urban or suburban devel opnent
ankward. Its restrictions on use preclude construction of

mul tiple dwellings and construction on a specul ative basis. |Its
requirenment that all plots be obtained through a discretionary
process inhibits entrepreneurial activity. The inability to
convey uninproved |land also would limt certain forns of devel op-
ment (for exanple, subdivision infrastructure devel opnent wi thout
i ndi vi dual hone construction nay be precluded). Finally, its
subordination to other |laws that grant the governnent the power
of confiscation nmakes its use for entrepreneurial activity risky.
Wi le individuals may be able to nani pul ate the systemfor
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entrepreneurial purposes, the laws are not set up to facilitate
it.

The power of the state to allocate land is exercised through the
governnental authorities (soviets) with respect to property
within their jurisdiction. To facilitate the |ocal soviets' use
of these new forns of tenure, the Cabinet of Mnisters adopted
regul ations and a formof contract to be entered into by the
soviet and the | essee. The regulations specify responsibility
for negotiating the contract, the fornmal requirements for the
contract (size and col or of paper, type of cover, nunber of
copies), and place and nethod of registration. The contract form
i ncl udes a description of the property (by reference to a |l and
plan), the use permtted, the term the fee, the rights and
duties of the tenporary |land user or tenant (including environ-
nmental | y safe techniques), the rights and duties of the |ocal
authority, and the nechanismfor resol ving disputes.

b. Current Practice. Using the institutiona
framewor k provided by privatization, an entrepreneur can petition
the State Property Commttee (for property in Alnaty) or the
| ocal soviet for permssion to use a plot of land in the
respecti ve agency's jurisdiction. Each such transaction is
negoti ated; there are no standardi zed procedures or fees.

Wthin that context, decisions regarding |and allocation for
construction are based on the nmandates of the |ocal nmaster plan,
which is devel oped by a | ocal planning institute on contract to
the Chief Architect and approved by the executive commttee of
the Gty Council.

According to the Deputy Chief Architect of Almaty, the process of
| and al |l ocation in Kazakhstan is largely unchanged fromthe pre-
privatization system Various city agencies are represented on a
site selection commttee, which reviews the project to determne
if the requested site is appropriate for the use proposed. |[f
nore than one acceptabl e project has petitioned for the same
site, the political process would rule, which is to say that
ultimately the mayor and his executive commttee woul d decide.
The criteria for decision naking are neither fixed nor public,

but clearly certain factors outweigh others. For exanple, to

i nduce foreign investnment, joint venture projects would appear to
have priority.

The Deputy Chief Architect of Alnaty clained that the approval
process takes, on average, 1 nonth, regardl ess of the type of
venture-state construction enterprise, joint venture, or individ-
ual entrepreneur—provided the devel oper has the required papers
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in order. Mre tinme is needed when probl ens surface, such as
variances with land planning or building code regul ati ons,

mul tiple requests for the sane parcel of |and (not unusual
especially for prine land in the downtow area), or failure to
negoti ate "fees" in a tinely fashion.

The city is preparing to institute an exact land price in lieu of
negoti ated fees, expected to start at 25 mllion rubles per
hectare (about $3,800 per acre) and go up to 100 mllion rubles
per hectare for prime downtown | and ($15,000 per acre). The new
pricing systemis expected to reduce di sputes by potentia

devel opers who apply for what is now free | and.

Typical current land leases in Alnmaty are for a nmaxi nrumof 99
years with an option to renew, a right of inheritance, and a
right of transfer, according to the Deputy Chief Architect. He
clains that land tenure is separate fromland use in that if the
use changes, land tenure is not automatically lost. He added,
however, that the city nmust be notified of potential changes in
land use. Failure to do so could jeopardize tenure.

C. Land- Use Planning. Newly reconstituted as a
joint stock conpany wholly owned by the city, the Almaty GenPl an
is responsible for developing the city's Master Plan. Its
director noted that although Kazakhstani |aw governs the
devel oprment and nodification of planning activity, in fact, the
standards are essentially unchanged from Soviet |aw Changes
both to the process and the standards enpl oyed are bei ng
di scussed at the national |evel as part of the Housing Mnistry's
i npl ementation of the President's New Housing Policy. For now,
pl anners are still concerned with mcro-regions, and with | and
pl anning theory that calls for precise regulation of the size,
shape, orientation, use, and servicing of each individua
structure in accordance with precepts of housing patterns
unchanged si nce the 1960s.

During the current slowdown in housing production, A nmaty GenPl an
has kept busy trying to plan for new prototypes and has worked
with certain private (joint stock or joint venture) enterprises
to study future devel opnent patterns. The agency has not yet
begun to seriously consider noving to American-style zoning,
however, or other nore general types of regulatory control, even
though the director is anware that these systens are nore flexible
tools for |and-use regul ation and thus nore appropriate for a
systemnoving toward reliance on private | and devel opnent to mneet
its needs for housing and industrial/comercial space.
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At the national |evel, the new Housing Mnistry views the re-
orientation of the |and-use planning process toward a mnarket
systemand the creation of an appropriate |and use regul atory
systemas part of its mandate. This task has recently begun to
receive attention at the top of the Mnistry.

6. Housi ng Fi nance

To date, multifamly construction, with the exception of a snall
amount of cooperative housi ng, has been financed and constructed
by the government and state enterprises. Cooperative housing
relied on heavily subsidized, governnent |oans (up to 30 years
with interest rates of less than 5 percent) to cooperative
nmenbers.

Fi nancing for private hone construction or purchase has been
conducted largely outside the formal financial sector, utilizing
personal savings and |loans fromrelatives and friends. Most
transactions are conducted in dollars rather than the | ocal
currency.

The only formal, financial sector housing credit is provided

t hrough the Kazakhstan Savi ngs Bank (KSB), wth over 3,000
branches t hroughout the country. A 1987 decree authorized the
bank to make housing |oans to individuals for 30 years at a fixed
rate of 2 percent in rural areas and 3 percent in urban centers.
These prograns were restructured by a 1991 decree to provide
interest-free, 30-year |oans for single famly home construction.
As of Cctober 31, 1993, the KSB had over $28 mllion tenge
(approximately $US 4 to 5 million) in housing | oans outstandi ng,
nostly for single famly construction and renovation. n
average, ceilings on the | oan anount have limted the | oan anount
to about 10 percent of cost—far too little to i nduce nmuch housi ng
construction that woul d not otherw se occur.

The governnent is supposed to pay KSB an interest subsidy to nmake
up the difference between the rate paid by borrowers and a
Finance Mnistry determned "market rate.” This "nmarket rate"
has been far too | ow (about 28 percent) to nmake this form of

| ending a viabl e busi ness for KSB; noreover, the government
failed to nake its third-quarter 1993 paynent.

The Presidential Decree on a new housing policy for Kazakhstan
nmandat es establishing a new, specialized housing finance institu-
tion, the State Housing Construction Bank (SHCB) to performthree
functions: housing construction |ending, |ong-termnortgage

| endi ng, and establishing a funds nobilization systemfor hous-
ing. The Presidential Decree directs the SHCB to enter into an
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agency agreenent with the KSB to provide nortgage | oan
origination and servicing on its behal f.

The under|yi ng purpose of the decree's housing finance provisions
seens to be to divert governnent credits for housing into new
prograns that woul d encourage the production of housing on a
conpetitive basis, the energence of "commercial" devel opers of
residential properties as an established profession, and the
devel opnment of banking skills and capabilities to provi de housi ng
finance on a secured, businesslike basis. The decree's expecta-
tionis that the Bank's operations woul d be privatized over the
near term Al though the basic concepts hold sone prom se of
contributing to the overall housing reformprocess, the SHCB
could result in perpetuating old problens if its inplenentation
does not clearly separate out functions related to delivering
housi ng subsidies fromthe performance of banking functions.

Since the tinme the fieldwork for this study was conpl eted, | CVA
has | earned of alternative proposals that woul d establish the new
Housi ng Bank within an existing comrercial bank (Turan Bank).

The housi ng finance system the status of the SHCB s inpl enent a-
tion, and the it poses for technical assistance are detail ed nore
fully in a forthcomng report prepared by HE aine Wiss, who
visited Almaty in Decenber as an | CVA consul tant.

The governnent has nade sone novenent toward providing a | ega
framework for nortgage finance (lending that is secured by

pl edges of real property interests). Kazakhstan has al ready
adopted a Law on Pledge prinmarily intended to govern pl edges of
noveabl e obj ects. Although this | aw serves as a point of depar-
ture for construction and long-termlending collateralized with
real property, it requires substantial revision and anplification
(or a new and separate law) to function as an adequate | egal
basis for a narket-oriented, housing nortgage finance system An
| OVA advi sor has hel ped the governnent draft a proposed Law on
Mor t gages, which counterparts hope to enact in the first half of
1995.

7. New Housi ng Producti on

a. New Resi dential Construction. Privatization
of existing housing is a logical first step toward establishing a
fully functioning housing nmarket, but it nust be followed by
attention to creating an effective capability in the private
sector to produce housing that is affordable by a significant
portion of the population. This requires a | egal and
institutional environnent conducive to individual hone
construction and conpetitive, entrepreneurial construction of
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single and nultifamly dwellings. Characteristics of such a

mar ket environnent include private ownership of |and and ot her
fornms of land tenure that are secure, |engthy, and alienable; the
right to use real property for entrepreneurial purposes;
permssion for private enterprises to construct single and
multifamly dwellings on a non-specul ati ve or specul ative basis;
financi ng arrangenents that encourage investnents in real estate
devel opnent; and transparent, fair governnmental procedures that
regul ate devel opnent.

Today, only sone of these characteristics exist in Kazakhstan.

In large part, a workable legal framework is in place to support
t he devel opnent of individual (non-specul ative) housi ng—either on
a custom basis by snall honebuilders or by the prospective owner-
occupant hinself. In respect to entrepreneurial housing
construction (single or multifamly dwellings) on a specul ative
basis, a legal framework of sorts can probably be patched toget h-
er for use on an ad hoc basis. The current |aws and procedures,
however, appear to contain significant om ssions,

i nconsi stenci es, and anbi guities; a thoroughgoing revi ew and

nodi fication are needed to create an adequate | egal environnent
for entrepreneurial housi ng devel opnent and a snoothly function-
ing real estate nmarket.

As mentioned above, the President's Decree on a New Housi ng
Policy ("Decree") envisages using construction and nortgage | oans
avai |l abl e through the proposed Housi ng Bank to encourage the
gromth of private firns (including "privatized" state construc-
tion enterprises capable of performng the functions of a commrer-
cial developer in a private housing nmarket). It also introduces
the principle and objective that everyone should pay for their
housi ng. The Decree al so enpowers the new Housing Mnistry to
set the rules for licensing and regul ati ng vari ous cl asses of
real estate professionals, and to put in place a nore narket -
oriented systemof building code regul ati on and enf orcenent.

At the sane tinme, the Decree contains sonme contradictory el ements
t hat woul d perpetuate housi ng subsidies and preferences for
various classes of citizens and that could be interpreted as
favoring "state" devel opers. Wiether inplenentation of the
decree in practice will be designed and carried out in a nmanner
that begins to shift production fromgovernment to private
entities renains to be seen.
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b. | ndi vi dual Housing Construction. Wthin the
| egal framework, an individual or a famly can obtain a grant of
tenure (in one anong several different, available forns) to a
plot on which to build a honme. Wen read in conjunction with the
Law on Property, this tenure could provide a honebuilder with an
interest in the land and building in many respects tantanount to
our fee sinple owership in the Wstern sense.

A recently proposed | aw that underscores Kazakhstan's intent to
foster single famly constructi on nandates that every citizen has
the right to alot with adequate infrastructure for a hone; size
is not specified and woul d be determned by the | ocal soviet.

The | aw assunes that owners will either build their own hones or
contract to have thembuilt on individual lots for their own use.
Provi ded m ni num heal th and bui |l di ng construction standards are
nmet, the law allows for freedom of design

| ndi vi dual s woul d be granted hereditary life tenure to such | and,
but, inexplicably, not until after the house is constructed.
Honmeowners woul d be accorded property rights, including the right
to sell or |ease the house and, it seens, protection agai nst
gover nnent confiscation of the property.

On the outskirts of Almaty and Karaganda, one can find exanpl es
of fairly sizable devel opnents of single famly hones, in nost
cases built or being built by the owners. Al though nmany of these
houses are fairly substantial, the overall quality of site

pl anni ng and devel opnent appears uncoordi nated and is well bel ow
Vst ern subdi vision standards. In many respects, these deficien-
cies (e.g., haphazard grading) appear nore attributable to | ack
of experience with and exposure to high-quality site devel opnent
than to econom c constraints.

C. Entrepreneurial Residential Construction.
The governnent in Kazakhstan does not intend to w thdraw
conpletely fromthe housing construction business. Rather, it
intends to continue devel opnent and i nplenentation of state
housi ng construction within the franework of a liberalized
economc environment that allows for private real estate
construction. To a degree, the Land Code, Leasing Law on
Enterprises, and the Law on Property can probably be interpreted
to provide an ad hoc (albeit, highly inperfect) |egal franework
for new entrepreneurial (speculative) residential construction.

Privatization of state-owned construction enterprises has begun
in Kazakhstan in the sense that nmany such enterprises have been
converted to "joint-stock conpanies,” at |east on paper. Despite
the denonstrated entrepreneurial ability in sonme instances to
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find new sources of business, it is likely that virtually all of
t hese conpani es renmai n dependent to sone degree on privil eged
access to state construction work for their survival, and in sone
instances may still receive direct governnment help in neeting
their payrolls. One continuing barrier to the start-up of new
firms is the punitive tax structure—37 percent wage tax paid by

t he enpl oyer, incone taxes paid by the worker, profits taxes,

etc.

In all major cities there are reportedly a nunber of snall,
private start-up firns engaged in residential construction and
renovation, nostly on a custom "build-to-suit" basis, and

prinmarily on land already controlled by the purchaser. |In fewer
i nstances, the builder devel ops build-to-suit hones on | and whi ch
he/she initially controls, and in fewer instances still may have
built a fewunits on a purely specul ative basis. None of this

activity is statistically significant.

A draft lawon city architecture may offer the opportunity to
nmove the legal basis for routine | and use and al |l ocation in urban
centers toward a systemconducive to private nmarkets. It
outlines the responsibilities and rights of the various partici-
pants in the devel opnent process, such as architects, builders,
consuners, citizens (to participate in the planning process), and
the State Commttee on Architecture and Construction. The
evolution of the draft will be interesting to follow and nay

of fer some opportunity for significant Western technical assis-

t ance.

d. Current Production. As typified by A maty,
new housi ng production i n Kazakhstan has cone to a virtual stand-
still, despite significant, unmet needs. In Almaty, 1993 housi ng
construction may total as few as 500 units, down fromb5, 000 to
10, 000 per year prior to the breakup of the Soviet Union. Annual
housi ng producti on i n Kazakhstan as a whol e peaked at over
130,000 units in 1988; by 1992 the total had fallen to under
30,000. Public financing of construction has dwi ndl ed due to the
financial crisis squeezing the national government, which funded
t he huge, housi ng expansi on programof the 1980s. Restoration of
new housi ng construction on a scal e approachi ng 1982 | evel s based
on private financing remains a distant prospect due to the | ow
earni ng power of the Kazakhstani workforce and persistent,
triple-digit inflation.

e. New Enphasis on Low Density, Residential
Devel opnment . National housing policy advocates a shift to | ower-
density residential devel opnent away fromthe high-rise projects
that characterized the Soviet era. This policy appears to be
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nmotivated by cultural preferences, confidence that |and scarcity
is not a problemin Kazakhstan, and the hope that enphasi zi ng

| owdensity (single famly, townhouse) devel opnent, possibly

i ncorporating "technol ogi cal innovations" fromthe Wst, can hel p
to |l ower construction costs and nmake housi ng nore affordabl e.

(It is easier for small, genuinely private devel opnent and
construction firnms to undertake |l owrise rather than high-rise
residential projects.) This does not appear to have been an
important factor in government thinking. However, in terns of a
recommrended agenda for housing reform this |ower "cost-of-entry”
does argue for at |east making sure that reasonabl e access to
land for lowdensity devel opnent is available to honebuil ders on
a nondi scrimnatory basis. There does not appear to have been
much analysis of the trade-offs in efficiency and environnent al

i npact factors as the cities nove away from higher density
residential forns.

At the Almaty city level, the chief engineer for Almaty Project
Design Institute, which has designed nuch of the capital city,
confirns that the city's plans for future residential devel opnent
i ncorporate extensive | owdensity, subdivision style devel opnent.
Detail ed plans exist for a series of mcro-regions (neighbor-
hoods) outside the built-up area of Almaty with a target popul a-
tion of about 100,000 each. The planned residential density for
these mcro-regions is between 10 to 15 units per hectare (5 to 7
units per acre). This is conparable to md-density Anerican
suburban nodel s and far |ess than typical densities in najor
urban areas, which can reach 20 to 50 units per acre.

As was noted earlier, sone snall-scal e specul ative housi ng
projects (built by investors to be sold after construction on the
open narket) have been built in Alnaty in the |last 2 years.

Since no research, such as Anmerican-style market research, was
conducted in planning the projects, the results reflect little
innovation in design or novenent toward nore differentiated
housi ng products. For the nost part, standard designs have been
recycl ed.

8. Protection for Low I ncone Famlies
The President's "New Housing Policy,"” as enbodied in the recent
Presidential Decree, conditions further housing rent increases on
establ i shent of a national housing all owance programto protect
t he poorest portion of the popul ati on who cannot not afford to
pay the full cost of necessary housing services. This policy
decl aration appears to have originated in |arge part through
participation of senior housing officials in USA D sponsored
trai ning events. The housing al |l owance policy is to be devel oped
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jointly by the Housing Mnistry, the Mnistry of Social Protec-
tion, and the Mnistry of Finance.

Cficials in the Alnaty Departnment of Housing indicate that

t hough the stated national goal is to privatize all housing by
the end of 1994, perhaps as nuch as 15 percent of the housing
units inthe city will have to remain as state provided, state
mai nt ai ned housing. This stock would be targeted for |ower
income famlies who would continue to receive housing at a highly
subsi di zed rate.

There still remains a need for the governnent to anal yze the fl ow
of subsidies into the housing sector, and to adopt policies that
rationalize subsidies in a way that reinforces private nmarkets
and consistently targets subsidies to the neediest.
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V. A TECHNI CAL ASSI STANCE PROGRAM FOR THE CENTRAL ASI AN REPUB-
LI CS

Thi s concl udi ng section of the report:

= first, sets forth a conprehensive franmework for assessing
techni cal assistance priorities;

u then recommends initial technical assistance priorities
shoul d Al D choose to extend the Housing Sector Reform
program from Kazakhstan to one or nore of the Central Asian
Republ i cs.

A ELEMENTS OF A COVPREHENS| VE PROGRAM OF HOUSI NG SECTCR
REFORM

Based on AID @ DG H experience in Eastern Europe and republics of
the former Soviet Union, a conprehensive programto transformthe
housi ng sector of a command econony to one that fully enbodi es
private market principles necessitates a w de range of
initiatives. These can usefully be grouped within three broadly
defined agendas, as foll ows:

1. The Transition to Private Markets for the
Al'l ocation and Mi ntenance of Existing Housing

a. The gradual increase of rents and charges for
mai nt enance and communal services toward
mar ket | evel s.

b. Housi ng al | onances to hel p make the increase
to narket prices for housing services
politically acceptable, to provide a "safety
net" for those who cannot afford to pay the
full cost of housing services, and to
generally rationalize housing subsidies in a
formthat utilizes the market to allocate
housi ng nore efficiently.

C. The privatization of housi ng mai nt enance
servi ces and i nprovenent in naintenance
quality.

d. The continued privatization of housing and

formati on of homeowner associ ations (such as
condom niuns) to provide a | egal basis for
t he ownership of common areas, and to give
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I egal and financial responsibility for build-
i ng managenent to the owners of private
apartnents.

e. Aarification of property rights and inproved
systens for property registration

f. The devel opnent of the informati on systens
necessary for the operation of private
mar ket s, including:

u mar ket -oriented | egal cadastral (property
titling) and fiscal cadastral systens;
= ot her organi zed sources of information on

mar ket transactions (such as multiple-listing
servi ces); and

= regul ated real estate brokerage and apprai sa
pr of essi ons needed to provide information to
t he mar ket pl ace.

The Transition to a System of Land Allocation and
Housi ng Production That Provi des New Housi ng at
Affordabl e Prices Through the Private Market

a. The privatization of state construction
enterprises.

b. I nt roduction of conpetitive bidding for
gover nnent construction projects.

C. Steps to end the preferential access to
bui I ding materi al s.

d. Wban land reformto clarify and expand | and
tenure rights and nake building sites readily
avai |l abl e through aucti ons and ot her
conpetitive processes to private individuals,
smal |l home builders, and firns ready to
i nvest in new housi ng.

e. Reformof the city planning process and
introduction of new forns of |and-use
regul ation that give flexibility to private

devel opers, but still protect the public
i nterest.
f. | nprovenent of buil ding codes and standards

to regulate private construction.
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g. | ntroduction of an ad val oremreal property
tax system(i.e., one based on market val ue
assessnents) and ot her revenue sources to
hel p finance infrastructure and gover nnent
servi ces, overall nunicipal finance reformto
support capital budgeting, and the
i ntroduction of debt-financing concepts for
capital projects.

h. Measures to shift subsidies for affordable
housing to the denmand side and away fromthe
supply side (i.e., to consuners and away from
producers), in order to encourage respon-
siveness to consuner preferences and perm:t
accurate accounting of production costs.

The Creation of Housing and Infrastructure Finance
Systens That Can Attract Private Savings Into
Loans for Both Construction and the Long-Term
Owner shi p of Housing on a Sound Busi ness Basi s

a. I nt roduction of new and reconstituted prinary
| endi ng institutions—both construction
| enders and nortgage banks.

b. Open access to construction financing for
private firnms on a fair and conpetitive
basi s.

C. The introduction of savings and nortgage
instruments that can work in an inflationary
econony.

d. The creation of secondary nortgage narkets to
provide liquidity for banks.

e. The separation of housing subsidies from
financial credit.

f. Possi bl e transitional role for governnent in
providing | oan guarantees until sufficient
mar ket experience to document actuari al

risks.

g. Laws to support |ending secured by rea
property and regul ations to protect
bor r ower s.
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It is hoped that over the life of a fully-funded program of

t echni cal assistance for housing sector reform assistance could
be delivered that would contribute to neaningful results in nost,
if not all, of the areas |isted above. As a rule, basic policy
devel opnment and |l egal /institutional reformtopics would be
addressed at the republic level with parallel "hands-on" denon-
stration prograns inplenmented in capital cities. Attention would
al so be given to republic level strategies for replicating these
denonstrations in other cities as appropriate.

B. RECOVMENDED | NI TI AL PRI ORI TI ES FOR TECHNI CAL ASSI STANCE

The technical assistance priorities identified below generally
reflect the technical assistance strategy already in place in
Kazakhstan, and, with mnor caveats, shoul d serve as a reasonabl e
poi nt of departure for initiating housing reformprograns in the
other Central Asian Republics.

The formul ation of a detail ed technical assistance strategy for
housi ng sector reformshoul d be governed by the recognition that:

= The nost essential imedi ate task in housing sector reform
(and perhaps the nost difficult and problenatic) is to nove
toward market pricing for housing services (maintenance,
utilities, etc.). This requires sone effective conbi nation
of raising rents and other fees for remaining tenants and,
for privatized units, shifting the financial responsibili-
ties of ownership onto the occupants, at |east to the extent
that they can afford it.

In all four republics (with the possible exception of

Tur kneni stan), progress in this area appears to be a para-
nmount concern to both the republic and city officials, since
the burden of maintaining virtually the nation's entire

mul tifamly housing stock is perhaps the nost insupportable
burden of |ocal governnent. Mre inportant for the reform
agenda, achieving real market pricing is an essenti al
precondition for attracting private investors into the
managenent of existing rental properties and into the

devel opnent of new hones, whether for sale or for |ease.

= The overall dire condition of the econony as a whole w |
severely constrain the growth of new housi ng production
t hrough the operations of the private market. |In particu-
lar, real incomes nust rise significantly before there is
sufficient effective demand for housi ng—sufficient to at-
tract and support significant entrepreneurial activity and
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inturn trigger a significant demand for market-rate con-
struction and nortgage financing.

Discussions with officials in all four republics revealed a
sincere interest in assistance in housing sector reform In
structuring any techni cal assistance in the sector, it is worth
noting that:

u Cficials inall four countries are eager for assistance in
hel ping to put in place the overall |egal framework for
private housing real estate and financing markets and
recogni ze that this is an area where progress can be nade in
anticipation of inproved economc conditions.

u Gty officials in Bishkek and Tashkent appear to place first
priority on receiving help in dealing with the fiscal burden
of maintaining the multifamly housi ng—n terns of
privatizing maintenance, raising rents, and shifting re-
sponsibilities to owner-occupants. Experience to date
suggests that help in bidding out for private maintenance
services is the nost practical starting point in responding
to this need.

G ven these realities, near-termtechni cal assistance should give
first priority to reforns directed at the existing housing stock
and bringing narket forces into play in its allocation and

mai nt enance. Here assistance would be tinmely in respect to both
overall policy and law, and in respect to inplenenting operable
prograns and denonstrations at the |ocal |evel.

In respect to assistance in the housing production and housi ng
finance arenas, the imredi ate achi evabl e tasks woul d center on
creating the legal and institutional environnent in which prog-
ress in terns of the actual delivery of new and affordabl e
housi ng can be expected to nmaterialize as overall economc
condi tions inprove.

Based on these considerations, and di scussions with republic and
city officials, our prelimnary recomrendations for prioritizing
techni cal assistance initially would suggest that expert help be
provi ded i n:

u Conpl eting the initial housing privatization process,
f ocusi ng on condom niumformation and the privatization of
housi ng mai nt enance

= Re-targeting housing subsidies in the formof consuner-
oriented housing all owances to facilitate the transition to
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mar ket prices for housing services and general assistance in
rationalizi ng housi ng subsidi es

u Defining a conprehensive legal and institutional franework
for private housing and | and nmarkets, and an agreed, prior-
itized agenda for the formulation of specific |aws and
policies (see bel ow

u I ntroduci ng market-oriented real property titling systens
and val uation concepts, coupled with training in real
property apprai sa

u I ntroduci ng a transparent and conpetitive | and allocation
systemto attract private investnment in housing on a pil ot
basi s

u Providing initial policy and | egal gui dance in housing

finance reform including establishing the | egal basis for
collateralized nortgage | ending. (Consideration of inten-
sive assistance in actually establishing housing finance
institutions should be deferred unless it surfaces as an
urgent governnent priority and then supported only after
detailed confirmati on that governnment intentions are con-
sistent with the reform agenda.)

I f the program expands on a regional basis, consideration should
be given to recruiting regional advisers w th conpl enentary
expertise (e.g., legal, housing economcs in respect to national
policy, property managenent, nunicipal finance, real estate
apprai sal, real estate devel opnent, and | and-use pl anning for
private investnent on a local level to denonstrate practica
approaches). Each adviser could then be encouraged to spend a
certain percentage of time transferring the results of his/her
work to nei ghboring republics and hel ping to support training on
a regi onal basis.

C. A COWON LEGAL AGENDA FOR HOUSI NG PRI VATI ZATI ON AND
REAL ESTATE DEVELOPMENT

The | egal framework for ownership of privatized housing and for
real estate devel opment in each of the Central Asian Republics of
the former Soviet Union needs further reformto pronote a narket
orientation in the housing sector. Notwi thstanding the adoption
of the laws relating to privatization of state-owned housi ng and
enterprises and their inplenentation, in varying degrees, since

i ndependence, the overall |egal franmework of the housing sector
has not changed dramatically in Kazakhstan, Kyrgyzstan, Uzbeki s-
tan, and Turkmeni stan. Laws guaranteeing private ownership of
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personal property and i nconme have been introduced. Yet the types
of private legal interests in land, the role of governnent in

| and al | ocation, and governnent control of |and use remain

ost ensi bl y unchanged.

The goal of a technical assistance programin |legal reformof the
housi ng sector is to help create the foundation for a real estate
market. A strategy for technical assistance in this sector
should target five areas: clarification and expansion of inter-
ests in land, governance of |and and real property transactions,
facilitation of entrepreneurial real estate devel opnent, reduc-
tion of government control of |land allocation and | and use, and
support of private hone and apartnment ownership. A though
expressed here as distinct topics, inreality, the five topics
are interrel ated and shoul d be considered holistically.

1. Clarification of Land Interests

The purpose of technical assistance with respect to clarification
and expansion of interests inland is to facilitate the
introduction into the law of |and tenures that are
under st andabl e, secure, lengthy, and alienable. The [aws shoul d
be consistent and clear. They should articul ate who may own

| and, the permssible forns of |and ownership, the rights and
obligations of |andowners, and the conditions and circunstances
under whi ch the governnent nay exerci se em nent donai n and
condemmation. The |aws should provide terns of the tenure that
are |l ong enough to support investnent. The |aws should state
clearly the rights of the owners to alienate their land, by a

| ease, nortgage, or sale. The relationship between an enterprise
and the land upon which it sits also needs to be defined i n many
cases.

2. Governance of Real Property Transactions

The purpose of technical assistance with respect to | aws and
regul ati ons governing real property transactions is to establish
efficient and snoothly functioning procedures for the transfer of
legal interests in land and buildings in transacti ons between the
public and the private sector, and between private parti es.

Legal reforns needed in this area include the institution of
cadastre systens, the adoption of uniformstandards for recorda-
tion and the public availability of information regarding title,
and the adoption of |aws regarding real estate contracts (includ-
ing a statute of frauds) and other consumer protection nmatters.
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3. Entrepreneurial Real Estate Devel opnent

The purpose of technical assistance with respect to | aws

regul ating entrepreneurial real estate devel opnent is to create
the basis for a private residential (nmultifamly) real estate
devel opnent narket. Legal reforns are necessary in a diverse
group of laws to acconplish this goal. Increasingly, it is
feasible for private parties to enter the real estate narket as
contractors who build under contract for the end user. But there
are virtually no local entrepreneurs who build speculatively. A
maj or reason for this is the absence of financing. In addition,
the laws are not readily interpreted to allow for such activity;
crimnal |laws may even prohi bit speculation. Accordingly, the
new enterprise | ans nust be reviewed, and perhaps revised, to
ensure that entrepreneurial real estate devel opment is permtted.
The enterprises nust have access to |land for specul ati ve devel op-
ment purposes. Real estate construction financing nust be feasi-
bl e-+he banking and nortgage | ending | aws need revision to all ow
for secured financing. Finally, the |aws should allow for real
estate brokerage and ot her narketing nechani sns.

4. Gover nment Regul ation of Land All ocation and Land
Use

The purpose of legal reformin the area of | and allocation and
land use is to mnimze government control of the market. Short
of a massive land privatization schene, there are nmechani sns t hat
can be instituted to mnimze the government's role in the
market. Land allocation for single famly homes or entrepreneur-
ial activity can be done accordingly to published, objective
standards. The procedures foll owed can be nade transparent,
i.e., visible and judicially reviewable. Public participation in
| and- use deci sions can be encouraged. Auctions, requests for
proposal s, and conpetitive bidding opportunities can be offered
to bring new devel opers into the narket. Al of these issues
could be addressed in a |l egal reformpackage. Market-oriented

| and use regul ations (e.g., zoning, subdivision |law could be
addressed at a subsequent stage.

5. Hone and Apartnent Ownership

The purposes of technical assistance to support private hone and
apartnent ownership are 1) to clarify the rights of apartnent and
homeowners with respect to alienation of their apartnents or
homes with lots, and 2) to extricate the governnment from
privatized housing. These goals could be achi eved by
consolidating and revising the | aws regardi ng hone ownershi p and
tenure, in the first instance, and by devel oping nore fully the
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i ndi vi dual and communal rights and obligations of owners of units
inmultifamly buildings, in the second instance. In the latter
case, there is a need to anplify owners' rights and obligations
with regard to nai ntenance and repair of common areas and
bui | di ng systens, to institute buildi ng managenent procedures, to
adopt remedies for the building association agai nst tenants and
vice versa, and to introduce consuner protection tools in
apartnment sal es.
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Annex I1. LIST OF CONTACTS

UZBEKI STAN

Bokhodi r E. Khodj aev
Vi ce Mayor of Tashkent
tel: 33-76-19

| gor A Nazirov
Advi sor to the Mayor
tel: 33-81-51

Abdul | a Fai sul | aev

Supervi sor, Regional Managenent Depart nment
State Housing Commttee

tel: 44-53-22

Ludm | | a Kurbat ova

D rector of Housing Privatization
Tashkent Privatization Conm ssion
tel: 44-53-22

Shuhkrat Tul aganovi ch Abdul | aev
D rector of Auctions
Tashkent Privati zati on Comm ssi on

Wachesl av G Spodi k

Attorney at Law

Vi ce-President of Union of Lawers of Rep. of Uzbeki stan
tel: 44-65-22

Tanmara Pavl ova

Deputy Chi ef

Tashkent Muni ci pal Departnent of Industrial Construction Bank
(TMDI CB)

Irena M Kazl ova
Chi ef Lawyer
TMD CB

Lidia M Kosti na

Chi ef
TVDI CB

deg R Karapetov
Chi ef
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Tashkent Municipality Main Managenent for Capital Building
tel: 44-35-59, 41-83-59

Mahamad Damn O Rasul ov
Ceneral Architect of Tashkent
tel: 41-18-73, 41-30-91

Abdul Khadi r Mom nor
Agricul ture Speciali st
State Privatization Ofice
tel: 39-40-71

Arziz Letipov
Seni or Chief in Land Taxati on
St at e Conmmrer ce

Anvar M Aliev

D strict Haki m at

Chil anzar District of Tashkent
tel: 77-00-94

Azhdar A Aiyev

Chief of Information and External Econom c Rel ati ons
Savi ngs Bank of Republic of Uzbekistan

tel: 45-35-51

Arziz |lyasovich Latipov
Chief Specialist for Land Taxation
State Taxati on Comm ssion

Sal dam Makhnudovi ch Akbar ov

" Far oi s"

Tashkent Housi ng Cooper ati ve Devel opnment Conpany
tel: 67-95-04

KYRGYZSTAN

Bol ot Asanakunov
Bi shkek Gty State Admnistration

Em | bek Abdykadyr ov

Deputy D rector of Commrunal Services
Bi shkek

Shiela Stanton

Price Waterhouse, Bishkek

86



Tel: 22-86-11

Samuel Mashansky
Lawyer, Mnistry of Agriculture
G vil Law Expert, Kyrgyzstan National University

Bol ot Shai kov

Deputy Chai r nman

Suprene Sovi et Fund of State Property
Tel: 26-73-62

Sericul Kosakov
Chai rman, H gh Court of Arbitration
Tel . 25-78-07

M adi mr Pavl ovi ch Bukreev
Deputy Chai r man

State Property Fund

Tel . 22-82-09

Abdi bek Al kanov
Bi shkek Housing O fice
D vi sion of Re-Sal es

| van Nast ayev
Deputy D rector
State Statistical Agency

Val enti na Petronva Kosl ovna
D rector
Bi shkek M ntenance Unit #7

Nat al ya Vasi | yevha Svechni kova
Drector of Oedit Qperations
Bank Kurol uzh

Ronal d MacLachl an
Pr esi dent

AZAT

Tel : 23-18-23

I rmat Al enkul en
D rector of Design
AZAT

Must af a Khodj aev

Chi ef of Panel Construction
AZAT
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M | as Khasenbaev
D rector of Construction
AZAT

John Merouity
Consul tant for foamcore plywood panel design
AZAT

TURKMENI STAN

Li di ya Dol zdenko
Chief of the Ofice of Privatization
M nistry of Economcs and Fi nance

Tat yana Loskar eva
Construction Speci al i st
M nistry of Economcs and Fi nance

Berdynmurat K. Nur nuhanedov
Chai rman of the Supreme Econom c Court
Mnistry of Justice

VI adi mr Haki nov
Chai rman, Admnistrati ve Law
Mnistry of Justice

@Gl i na Chi zhi kova
Chai r woman
Parliamentary Conmttee on the Econony

Nazar Sapar ov
Deputy Mayor of Ashgabat

Khl adur dy Dovodv
Adm ni strative Oficer
G fice of the Mayor of Ashgabat

Annagel dy Ecenov
Chief Architect
Gty of Ashgabat

Gene Christy
United States Enbassy

| ri na Bej ganova
United States Enbassy
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KAZAKHSTAN

Bai r Dosnaganbet ov
First Deputy M nister
M nistry of Housing

Shari p Bekbat yrov
Chi ef of Almaty Housi ng Depart nent

Tanat Tanenov
Drector, Housing Privatization Ofice

| smai | ov Bekt ur
Chi ef Engineer for Alnmaty Project Design Institute

Tokt ar han Abugal i ev
General Director of "A matyGenPl an”

Khal ykov Gazi z
Chai rman, Kazakhstan State Republican Concern
of Housi ng and Muni ci pal Services

Vi ctor Petrovich
Almaty El ectric Power Station

Vi ctor Salinkov
D rector, VSSD Conpany (a small private trading enterprise)

Deputy Chief Architect?
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